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January 9th, 1949. 
10:0 A.ii. Session 
The Sittings of the Commission were resumed en the above date. 
THE CHAIRMAN: Mr. Nolan, Major Lipsest would like to 
ask Dr. Link one or two more questions. 
iuRe NOLAN: Yes, my lord. 
Dice THUODORE ALINE, having been 


recalled. 
Q THE CHATRwAN: Dre Link, you are still under oath? 
A Yes. | | 
Q MAJOR LIPSETT: Dr. Link, in reference to your working 


out of your estimates, as I understood it, it was on the 
basis of about 60% of the production was obtained from the 


wells in the first two years? 


A In the first two years, yes. 

Q And was y:;ur whole estimate made on that basis? ‘ 

A That is on those four wells which I used. 

Q On the four? 

A Yes. 

Q Now whet I want to ask you to de,-bbs,Link, is to look -i:t the 
wells in wr. Davies' report that have produced for over tue 
years and see how that works out on your basis and I am 
just raising it now so that you can sither look into it now 
or some other time. If you took, = took all the wells 
I think that produced for over two years? 

A Yese 


Q And the first one I took ves Advance 5-A, now I do not 
know if you have a copy of ir. Davies' statenent? 

A No, I -do not have it right here. jJith respect to Advance 
5-A, ita well which, well we do not know whether it really 
belongs, should really be clasped as a crude well be- 


cause of its high gas-oil ratio. As I understand it, Dr. 


Dr\ T.A.Link 
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Boatright did not regard that as a really crude well, anda 
the same applies to iiiracle 2 and iiodel 1. Now the thing 

is, I think we should make up our minds whether we want to 
regard those wells as crude oil wells or whether they should 
he regarded as in the gas-cap area. Now the récords for 
those three wells-are much longer than two yearse They reach 
up to six years, some of them, from, eight years, two of 
those came in 1930, you sce. 

Yes? 

Now with respect to that I have since made an estimate taking 
irto account all the wells. not just four. 

Yes, well I see that there is a point about this Advance 5-s. 
I would just like to give you the figures that I worked out, 
as I worked them out and then you can consider them? 

Yes. 

As fay as Advance 5-A is concerned, so far as I, subject to 
the figures being correst, I find that the first two complete 
years of production it produced about 47,000 barrels? 

That is Advance 5-A. 

Advance 5-A? 

That sounds reasonable. 

And since then it has produced 90,000 barrels? 

Yese 

Whereas it should only have produced about 25,000 barrels? 
Yes. Well in connection with these wells I called atten- 
tion in my report to these wells, that they are not off-set 
by the wells to the ‘Jest, that they have all the drainage, 
and ~ do not know how much acreage from which they can draw. 
Now I will just continue with the next one, Dr. Link, the next 
one that seeme to be over two years wae Century Oils? 

That is not an oil well, that is definitely a naphtha well 


upon which we both agreed that we cannot include it in the 


oil area. 
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Mire Nolan: Here is the report of Century, this 

is the Exhibit volume. 

MAJOR LIPSiTT: lixactly, in that case, subject to your 
point, Dr. Link, the point I want to get is that was one 
Which produced 115,000 barrels in the first two years? 
Yese 

And up to October of this year it produced 54,000 barrels, 
that is approximately your figure? 

Yes. 

Well then that well I take it is still continuing to pro- 
duce? 

I do not know. I really cannot answer that question, 
whether Century is still producing, at least it is being 
regarded as a gas-Gap well and it has all the time. 

well the next one I had was Miracle 2, that is the ore 
you mentioned? 

Yes. 

In that case roughly the figures are forthe first two 
years it produced 74,000 barrels and since then 70,000 
barrels? 

iiracle 2, I imagine those figures are correct, we probably 
used the same information. 

I took it from lire Davies' report? 

Yese 

But it is of course subject to correction? 

Yese 

Do you dy if that well is still going on producing? 
Miracle 2? 

Yes? 

Yese As you know there was an attempt to close it, made 
by the Conservation Board but it is still flowing, it has 


a very high gas-cil ratio, and the same applies to Advance 


5-8 and hiodel. 
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Then Model comes next I think? 

Yes. 

wodel 1 has produeéd over 400,000 barrels to date? 

Over 400,000, yes. 

That is approximately right? 

Yes it is. 

Its first two years as I have the figures, it produced 
121,000 barrels? 

Yese 

And since then it has produced 328,000 barrels? 

Yes. 

As against what it should have produced under your estimate 
of only 60,000? 

Yes. well I am quite sure that no engineer would believe 
that all the wells in the field are going to act the way 
those three did that they are going to increase. AS a 
matter cf fact some of the graphs, it wae plotted in my 
report, you will see at least one and possibly two of those 
plotted out showing that those wells were holding a steady 
production without much fluctuatior. In some cases they 
actually went up, the last information being that they are 
going down slightly but we cannot use those wells as a 
criterion for this oil area as I have already pointed out 
because of the fact that those ure not proper oil wells ,-— 
in the first place and in the eecond place they are not af- 
fected by any off-set well. You see,how much acreage these 
wells are draining we do not know, but when we put a well 
in each 40 acres, we naturally assume each well is going 

to be assigned 40 acres. Advance 5-A and Medel may be 
draining 120 acres for all I know. 

I am going to refer you to the other one which is over two 
years and that is the Highwood Sarcse? 


Trat is alse a gas well. 
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Q That produced in the first two years 150,000 barrels? 


Of naphtha. 


And in the suvsequent year 71,000? 


&- ££ & 


Yes, and in the latter part of that well's life it is 

also producing oil from the Dalhousie sand. They per- 

forated the pipe so that is not all from the limestone 

production, it is from the sand above. 

) Do you then put it, Dr. Link, that notwithstanding these, 
did you give any effect to these? 

A Yese 
In your estimate? 

Yes-e In these four wells of course that I took I did not. 
I couldn't incorporate them in the graph of the femur wells 
but being such peculiarly situated wells, I comdn't very 
well regard them as in that proven area in the South end 
on the basis on which these four wells which I used were 
made. 

Q, In fast no effect in your estimate of two-thirds and one- 
third has been given to any of those welis? 

A Noe I have made another graph sines then in which I ine 
Gluded those wells and another one in which I excluded those 
wells; took into account all the wells; I have made what we 
call a "family graph” of all the crude wells, including those 
four wells and excluding those four wells, including two dry 
holes and excluding two dvy holes, including those which 
have already stopped because of too high gas*oil ratios and 
excluding thon. 

Q I see. IL just wanted to get your explanation about these 
which were the only ones over the twce years that were in Mr. 
Davies' report? 

A That is ae very important point and it seems to throw rut, 

apparently throw out my first-hand estimation. 


Q THE CHALRMAN : Dr. Link, when your counsel intervened 
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in the course of some observations by Mr. Frawley, to 

state what he appreciated to be the effect of your 
evidence, in that the field had a life of two years 
certain and probably three and no more, but the impres- 
Bion he sought to leave to the Commission and I wish 

you to verify it if it be so, was that the effect to be 
given to your avidence was that in your opinion the field 
had a life of two years certain, probably three years, but 
that there were some ten thousand acres that you did not 
take into account in expr essing that opinion which might 

or might not prove to be productive in the matter of oil? 
That is exactly the impression I want to leave. 

I just wanted this to be very clear that we understood that? 
Yes. 

So tht in your opinion the life of this field may or may not 
be greatly in excess of three years? 

Yese 

MAJOR LIPSETT: Oh that, Dre Lanks ft think your west 
figures were that there was a possible crude area of 17,187 
acres? 

Yes. 

Of which 3,623 acres were proven? 

were proven and thet 310 were proven dary. 

Yes? 

Yes, and you might add a rider to that--- 

That makes a figure requiring consideration of about 14,000 
acres? 

Yes. 

Instead cf 10,000? 

Theat is it exactly. 

THE CHAIRMAN: I understand. 

And if we take that, that is taking it down to the 4,500 foot 
below sea+level, Xow if we take it down only to 4,000 feet 


below sea-level we subtract 2,000 acres from timt again. 
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because we really have not demonstrated it to 4,500 feet 
below sea-level yet, it is only demonstrated to 3850 feet 
below sea-level to date, that is the Home-Millarville. 

Your figuring was on the 1700 contour and the 4500 contour? 
That is it, and if neither one, if we wish to accept Dr. 
Boatright's 2000 foot contour and not mine of 1700, we can 
subtract another 1500 acres from that. 

But does that make very much difference having regard to the 
Small estimate of crude which Dr. Boatright put in the gas- 
cap area? 

You mean the crude? 

Yea. 

No, that will not make much difference in there except it 
comes to this of wnere we are going to put these wells 
between the 1700 foot contour or the 2000 foot contour, as 
gas-wells or oil wells. 

MR.e FRAWIE Y: Arising out oi that we have a question 
whieh we would like tc ask. 

DRe BOATRIGHT: In connection, Dr. Link, with your 
testimony, I believe that your primary object, as you 
stated, was to give the geological picture? 

Yes. 

Am I correct in that? 

Yese 

And that your estimate which was based on only four wells 
was primarily a "horse back" figure? 

I called them a first approximation. 

In other words you only used four wells, and there was some 
doubt as to one or more of them being right on the gas oil 
contact, was that not correct? 

There was no doubt in my mind tecause the lowest, the highest 


one was 2100 feet below sea-level, that is Sterling 3. 
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But it did have a very high gas-oil ratio? 

Yess 

And they were more or less comparable to the wells which 
hia jor Lipse.t mentioned this morning? 

There was, that one was 2100 feet below sea-level and B. & B. 
Royalties was 1980 feet below sea-level, but it had an exe 
cellent record insofar as crude oil is concerned, having 
produced almost 300,000 barrels to cate. Then the next one 
was Turner Valley hoyalites 2390 feet below sea-level and 
Woctflank 2450 fest below sea-level. 

At least two of those wells then being pretty close to the 
G43 areca. 

Yes, they are pretty close to the boundary. 

You used only the four wells out of some sixty odd? 

Yes. 

In arrivingat your figure for reserves, in other words your 
evidense was primarily given with sespect to the geology? 
Yes. 

And was merely a first approximation as far as the oil re- 
serves underlying that acreage was %oncernsd? 

Yes. While I am on my feet if I might summarize again what 
I would like the Commission to understand is my evidence, 
iy evidence amounts to this; on the basis of very intensive 
study of the limestone cuttings or the porous zone I arrived 
at the ecnclusion that any estimate with r-espect to the 
Turner Valley reserves based on the porosity method is 
absolutely worthless and as a first approximation of what 
might happen I gave the decline curve or the four longest 
lifes wells in the actual oil area and from there on I 
recommended that an eingneer carry on and investigate 
thoroughly all the wells and give his estimate, which Mr. 


Davies did.» Now that is really all I intended to convey 


Dre Te fe Link =~ L046 < 
to this Commission. 

Q THE CHALHWAN: You did express gome opinion aa to the 
probable life of the field, which you have now explained? 

A Yes. 

With regard to the 13,000 acres which may or may not pro- 
duce oil? 

A Yese 

Q Is it to be thought that a geologist or engineer or one who 
is both, or two people concerned with their respective 
branches? 

4 Yeso 

Q Cannot express an opinion with regard to the 13,000 acres, 
an intelligent opinion on it, as a professional man 
would give? 

A I would prefer that a man older than myself, having seen 
actually other fields, possibly similar, would give his 
Opinion rather tham accept mine. I am only spcaking of 
what I know of Turner Valley. I have read about others 
and there are graphs of others available showing the de- > 
cline in them which if you wish can be submitted, but as 
far as my experience is concerned I have only dea.t with 
one limestone field and I am very reluctant to make an 
estimate of these possible areas or this possible acreage, 
or that possitle acreage. 

Q MAJOR LIPSETT: Just on that point I would like to ask 
another question, it was put to you I think by Mr. Frawley 
On cross-exadiination from the report of the Tariff Boa~d 
inquiry? 

A Yes. 

Q That Mr. LeSueur apparently stated that their geolrgists 
figured it about 20,000 varrels to the acre, did you make 
any report for the purposes of that inquiry? 


A T do not think I did. Now I would have to go through the 
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6orrepondence, what date was that? 

I think that inquiry was in February last year, was it 
not? 

uk} FRAWLSY: The 2nd of February of this year, the 
2nd of Febuary, 1928. 

MAJOR LIPSETT: I am just pointing cut to you a note 
which I have about what I think was put to you in cross- 
examination, you yourself said that you had previously 
figured on 15,000 barrels to the acre? 

That was the figure which I had in my mind. 

That was not the original? 

No, that was just looking at the wells to see how they were 
behaving without graphing them peceas there was not a long 
enough life on them at that time. | 
The next thing that was put to you was that Mr. LeSueur 
meld oud geologists figure" about 20,000 barrels per acre 
and that the proven reserves were about 40 or 46 or even 
50,000,000 Larrels for that area which was taken for around 
2190 acres? 

Well let us see, if we were taking, at that time there was 
no 6600 acres, there had not boen 3600 acres developed, let 
us say there were 2500 acres and if you take 2500 times 20 
that gives us how many hundred thousand, how many million, 
that would be fifty million barrels at 20 thousand barrels 
an acre you see. 

On the strength of that I think the statement was that the 
proven was 46--< 

Yes. 

Or fifty million barrels to that area? 

That would be on that pasis, and I also made the statement, 
as you remember, that after Davies & had cnme in and 
Sterling 4, 5 and $6, and there were only a few months prod~ 


duction figures available, I tried to make a graph and I 
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thought that Davies 2 would, at that time, at that rate, 
produce a million.two hundred thousand barrels, dividing 
that hy 40, that wovld be 30,000 barrels an acre, but I 

do not believe that today, on the record of the well. le 
have that yard stick now and I believe that the Commission, 
after considering ell the evidence which will be given, 

will agree with me that the only yard stick which we have 

is the record of the wells in the crude oil area. 

ZL remember that, Dr.« Link, but I was just trying to find if 
one of the geologists tire LeSueur referred to was you and if 
you had made any report? 

~f he did it wes unknown to me.becanse as & explained to you, 
I send my information to the Toronts office and there is 
another staff which takes these figures or this data and 
figures it out as they see fit and they may not agree with 
me - 

So far as your recollection goes at the moment this report 
that he refers to was not yours? 

It might have been based on verbal conversation that I had 
with him about these wells, Davies 2 and sterling 4, but I 
really do not know 

Another thing that is stated, which was also put to you, Dr. 
Link, was that lr. LeSueur said he had no reason to quarrel 
with ir. Spratt's indicated reserves, which was 125,000,000 
barrels? 

IT think tir. LeSueur said that because he, not being an 
engineer, he personally could not, he could not quarrel with 
it. I might add here while I am on my feet, again, that I 
have made estimates on the gas-cap ever since 1931 and my 
yard stick in 1931 consisted of one year and seven months 
decline of pressure, information of wells 18 to 25 wells. 

In 1932 I projected the possible decline at the pressure for 


Turner Valley, to 1948 and that graph today would indicate 
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that at the end of 1937 I expected 575 pounds average 
pressurd for the gas«cap. Dr. Boatrigh gave a figure 
of 620 pounds. ity estimate was bhasetowe wrong by 7% 
and that was based on one year and seven month's infor- 
Mation, Of, in all the wells in the field. In 41964 I 
estimated the r eserves for ae Valley Gas and my figure 
at that time gave it 1,400,000,000 of naphtha. And tint 
checks. very closely with Dr. Boatrights also, so that 
was the yard stick which we had at that time, and I used 
it and it has turned out fairly well. 

Q Mre FRAVLY: so there may be no misunderstanding on 
this question of what I put to Dr. Link last month, arising 
out of what iiajor Lipsett stated, might I be permitted to 
read what iir. Lesueur said, he had been dealing with the 
indicated reserves after he had dealt with the proven areas. 
He then passed on and said this: 

"As to indicated reserves I think Mr. Spratt put the 
total at 125,000,000 barrels. That may be quite ac- 
curate. Practically the only difference between iir. 
Spratt and our geologists naturally depends upon how 
much of the west flank is productive and the feeling 
of our geologists is that Dalhousie 8 and Brown 3, 
more or less indicate that there are dry spots and 
our experience in the gas zone has indicated barren 
spots. Now the number and the size nobody can tell 
until the drill proves them. But on the other hand 
there are no doubt extensions to the south and west 
at tho South and we see no reason to quarrel with Mr. 
Spratt's ind ieated reserves." 

So that I put it to him that was what ir. LeSueur the Vice- 


president of his company said about one year ago? 


A Yes. 
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Q Acting on the advice of his ge logists? 


A Yes. 
Q And you are the chief geologist for this area? 
A I am the geologist in charge, I am really not chief 


geologist. 


WR. FRAWLEY: All right. 
Min. NOLAW: hir. Cheirman, before we leave this 
question, may I gO back four lines before lLir. 


Frawley and read what Mr. LeSueur said at the beginning 
of the paragraph? 
THE CHAIRMAN: what page are you readings from? 
Mike NOLAN: Il am not reaudizr-., from the record, I am 
porry, sir. 
WRe FRAWLEY: I was reading from page 324 of the 
record. JI read it all last month and I will certainly 
read it all again now. I will read everything. I will 
start at the beginning, it is only anotter paragraph. 
"Mr. LeSueur: Mr. Chairman, I believe that any re- 
marks I may make will possibly prove rather prosaic 
compared to the interesting remarks of. Dr. Hume, 
Mr. Spratt and Mr. Shew yesterday. I feel and our 
technical men feel that Dr. Hume's stand and his 
remarks formed very admiral and accurate background 
for Mr. ee remarks and we also feel that lir. 
Spratt's statement which was very carefully studied 
was fairly conservative. Mr. Spratt has predicated 
his remarks on the statement that a reliable estimate 
of the cil reserves of the Turner Valley field is im- 
possible at this time. Of course we all agree with 
that. <At the present time we cannot make any very 
accurate estimate of the ultimate recoverable reserve. 
Mre Spratt also said there were about £000 acres of 


proven area and that is more or less what our geologists 
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agree upon too. They figure about that. I do not 
think Mr. Spratt gave any estimate of the recoverable 
reserves for the proven area but if I recollect aright 
Mr. Shaw Baid perhaps 238000 barrels per acres. Our 
geologists figure more or less the samee They figure 
about 20,000 barrels to the acre as an estimate, and 
that would give proven reserves of possibly 40 to 46 
or 50,000,000 barrels for that area." 
And then he goes on as to the indicated reserves: That, Mr. 
Chairman, is page 325 of the transcript of the Tariff Board 
Hearing on wednesday, the and of February, 19388. 
WITNESS: My lord, if I, I really believe that that, 
after reading all of that statement, you can understand again 
that we were then estimating this field on the basis of 
very, very little information. we have a great deal more 
now and our hasis now, our estimates now are based upon a 
great deal more information. Now what a person believes 
at a certain time of his life and found out later to be 
wrong should not be charged against him. 
THE CHALTRWAN: Oh nO- 
I bedieved in Saunta Claus when I was 7 years old and I 
have quit it, but that is not to be held against me, is it? 
Dr. Gin I did not understand you to dispute that, 
you say you simply do not care to express an opinion? 
That is it. 
You have not the data upon which to found it? 
Yes. 
Or the experience upon which to give it, 
That is it exactly. . he ee me 
PR. BOARRIGHT: »° .. IncidantaLly you gare. indtemesi~d tnt the 
pipe line too, now, that you were not interested in at that 
time? 


Yes. 
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And speaking about this gas estimate of one trillion, four 
hundred million cubic feet, which you stated you made, it 
checks fairly closely with the claim that I made during this 
hearing? 

Wes. 

That represents the bottom space, the space that is occupied by 
that gas? 

No. 

Why doesn't it? 

It does for the gas-cap area, but, as you remember, you 
estimated by the pressure-drop method on the gas-cap area, 

and to figure up what made up the pore Space in the gas-cap 
area, and that brought it down to such a ridiculous figure 

that you did not apply it to the oil area. 

Tt would not necessarily be ridiculous. The, term ridveutieus 
refers to nersonal knowledge? 

I do not Wigh to be taken in any Way that my remarks are 
personal. TI did not mean it that way, my Opgmion. 

Personal opinion? 

Personal opinion. 

Now, concerning porosity, I would like to go over that a little 
bit. I believe in your previous testimony that you had 
observed a number of cores, but that you had not made any 
statistical studies of the results, and that most of the work 
had been done by men under you? 

Yes. 

AS in my case? 

Yes. 


And only one core had been taken in that field? 


Yes’, 


Then your estimate was not based on 4 greet deal of background 
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of information, was it? 

Well, it was based upon the information th:t was available. 
and, aS you st ted, there was 78 feet of core taken from 
Spy midi hg. 2? 

Yes. 

And in this 78 feet, 8 samples were taken on the porosity, and 
it averaged 9.3? 

9.3, yes. 

And the non-void space, of how much, approximately 74? 

Well, it comes to about 8 sanething. 

Yes. 

But that 78 feet was taken from the lower zone. 

And the porosity in the lower zone is larger? 

In one case it was just the reverse. Extension had a very 
good porous zone in the upper and a very poor lower porous 
zone. 

And that 5% we used as an average figure? 

We know that with 5% average porosity it would not produce a 


well. 


But I used it rather in a qualitative rather than a quantitative 


way? 

You used it in a quantitative way. 

MR. FENERTY: I am calling Mr. Shaw, and in doing so 

I would like to make a preliminary statement. I am asked 

to advise the Commission that Mr. Shaw suffers from some 
considerable disability by reason of lack of hearing. 

lir. Shaw was invited to come here for the purpose of preparing 
a@ private report for the Angelo-Canadian Company, without any 
thought at that time of giving evidence before the Commission, 
this is before this situation arose. He has prepared that 


report and he is prepared to give evidence on the stand, and 
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S. F. Shaw, i hls 


he will confine himself largely, as far as tae direct evidence 
18 concerned, to the reading of the report, and then we will 
PALS a ty He has obtained permission to read that and make 
it available as evidence. He will out this report in. I am 
mentioning this matter at this time because it is only with 
considerable reluctance that Mr. Shaw will give evidence, 
because Of his great diffieulty in dealingwith cross- 
examination, and it is for that reason that his evidence will 
be eonfined strictly to the reading of the report. - ao not 
know how exactly we are going to deal with cross-examination, 
but in view of the fact that J[ appeared before the Commission 
and made the statement that we were producing two witnesses 
to give evidence, we felt under the circumstances we should 
call Mr. Shaw, and he has come here to give evidence, 
notwithstanding the obvious difficulty in dealing with the 
cross-examination; 

THis CHAT RMAN : In cross-examination we will have to 


do the best we can. 


SILAS FREDERICK SHawW, having been duly 
sworn, examined by ir. Frawley, testified as follows; 
iLir. Shaw, wheré do you live? 
In San Antonio, Texas. 
What is your profession? 
retroleum @ngineer. 
and will you put on the record your qualifications as a 
Petroleum Engineer? 
Yes) sir. 
What aeademic training have you had, and what work have you 


done sinee you graduated? 
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I was graduated from Columbia University as a Mining Engineer. 
I was engaged in that profession for about twenty-three years, 
Since that time, for the past twelve years, I have been engaged 
in petroleum engineering. 

And in making estimations of reserves and work of that 
character in general? 

VCS 

In what area? 

Mainly the mid-continent area. In Kansas, Oklahoma and Texas, 
and -abroad in Columbia, Peru, Roumania and Poland. 

MR. FENERTY : Mr. Shaw, Dr. Link a few minutes ago 

in his testimony indicated that he would prefer to leave the 
making of estimates to engineers, older engineers and geologists 
who had had experience in different fields in estimating 
reserves and observing the productions obtained. Have you 


had experience along those lines? 


Yes. 
THis CHATRM3N: Limest ne. 
MR. FENARTY: And inspection and estimating reserves 


in numerous fields throughout the United States? 

In several, yes, sir. 

And have had an opportunity of ascertaining produetions 
obtained following estimates you hve made? 


Yes Sirs 


, . 
THE OHAIRMAN: Dr. Link!s expressed reluctance is 
associated with the lack of experience in limestone fields. 
What does this witness say about that? > 

MR. FENERTY: Had those fields you have had experiecuce 
with included fields where major production was obtained 

from the limestone? 


All three of those States I mentioned, Kansas, Oklahoma and 


Texas. 


Now, what opportunities have you had, Mr. Shaw, of making 
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examinations in this Turner Valley field? 

During the vast year and nine or ten months I visited this 
field four different times, and spent a large portion of that 
time in the field in observing the actions of the wells; 
going over the data accumulated by other engineers and geologists 
On this present occasion you have been here for some time? 
Ahout three weeks. 

And have you availed yourself of the opportunity of reading the 
evidence that has already been presented to the Commiszon ? 
Mes, 4 vead all of it, 

Have you obtained such further: data as you thought necessary 
to assist you in coming to an opinion at this time, as to the 
field? 

Yes, 

And my understanding is that you have prepared a report, 
several reports: one dealing With the recoverable reserves 
in the field, and the other dealing with the matter of ree 
pressuring? 

Yes, six, 

Made in the first instance for the Anglo-Canadian Company? 
Yes. 

You have been instructed to make these reports svailable 
without qualification to the Commission? 

Yes, sir. 

and you have them With you to-day? 

I have them at hand. | 

T am going to ask you to let us have your estimate, first 
dealing with the matter of recoverable reserves. I am going 
to suggest to the Commission, if it is satisfactory to the 
Gommission, that Mr. Shav would probably follow the practice, 


I see that one or more Witnesses have adopted in his direct 
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evidence of reading from his report and placing it on the 
record. We will be prepared to file these reports. 
THs CHAIRMAN: Any objection to him making the report 
an Exhibit? 
MR. FUENERTY: No. 
(Report on available reserves in Turner 
Valley is now marked Exhibit "45". ) 
" Estimate was made by the writer in February, 1938 
as to the possible ultimate recovery in the Turner Valley 
field, amounting to 23,000 barrels per acre for an area 
of aporoximately 10,000 acres. This was based on the 
assumption th-t the porosity was 15%, thickness of 
saturated pro@icing horizon was 100 fect, and recovery 
of 40% for an assumed area of 10,000 acres. 

At that time there were no actual determinations 
of porosity, no cores had been taken in the fiel¢, and 
no olose measurements of the thickness of saturated 
section were available. an approximation of the porosity 
had been calculated by iir. J. Grant Spratt, based on the 
known measurements of gas recovered from the gas cap, alsc 
approximate pressures had been noted at the time of 
diseovery of the gas cap, also at the time the estimate 
of recovery of gas was made. 

Up to the present date, January 1, 1939, some 65 
wells, more or less, have been completed in the oil zone 
in the south part of the field, and data on performance 
of these wells have been noted. One core, 78 feet, in 
length was taken in the Spy Hill well, on which porosity 
determinations at eight different points were made, and 


average parosity of the section was determined at about 9%» 
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This well so far. has been a poor producer. Actual 
determinations of porosity of any reliable nature covering 
any considerable portion of the field are, therefore, 
lacking. No satisfactory determinations of the thickness 
of the saturated portions of the producing horizon are 
as yet available. Estimates of recovery have been made, 
ranging from 25% to 50%, but no area in the oil zone has 
been exhausted to the vnoint, where any definite estimate 
of recovery can be actually computed. 

Approximations of reserves have been made based on 
withdrawals of oil, and noting the difference in pressures 


existing before and after the withdrawals were made. The 


uncertainty of such estimates is shown in the following 


tables: 
Well Initial Press- Bole Ole Shut-In Bbl. Prod- 
ure, Lbs. per Produced Pressure, uced per 
md< [nhs to Nove as of ROO WE Se, 

30, 1938 Nov. 30 Pressure 
apis elpel ui ki Decline 
Frontier 2,245 218,000 1,675 38,200 
Prairie BE eeeo bi Wesnnel wiSieeee Een i Aa 47,200 

Bol. ReEsov- Pressure Boke Orb Bbl. recov- 
erable oil later than per 100 erable oil 
based on de- Nov. 30 lbs. press- au 200 Los. 
cline to 100 : ure decline 
FI telus MIC. is ial abl ol ole sa foetovad 
819,000 1,820 58, 100 1,246,000 
1,003, 000 1,805 71,400 Fig OU 
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The recovery in the Frontier well, based on the 
pressures noted as of Nov. SOtt@, would appear to be 
819,000 bbl., or about 20,000 bbl. per acre, but by using 
a bottom-hole pressure obtained at a later date, the re- 


covery would appear to be 31,000 bbl. per acre, or an 
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increase of 50% over that based on a bottom-hole pressure 
taken at an earlier date. Similarly, in the Prairie well, 

the ultimate recovery would appear to be 25,000 bbl. per 
acre, when using botto-hole pressure as of Nov. 30th, and 
a recovery of 438,000 bbl. per acre would appear possible by 
using a later bottom-hole pressure determination. It 
should be said, however, that another element of uncertainty 
is found in the figure for initial pressure in that we 
cannot be sure that it was teken after a shut down period 
long enough for a pressure-equilibrium condition to have 
become established in the reservoir in the general vicinity 
of the well. These figures illustrate the uncertainty of 
depending on this method as being correct. The results are 
dependent on the observations being accurate, even if the 
method is correct. 

Another method sometimes used is that of notirm with- 
drawals of oil and gas, together with decline in bott om-hole 
pressure over the perio« of time of the withdrawals, and 
computing future withdrawals on combined oil and gas on the 
basis of the remaining bottom-hole pressure. This method 
is open to uncertainties, as indicated in the following | 
examples during the period, July-October, 1938, 61,305 
bbl. of oil and 94,728,000 cu. ft. of gas were withdrawn, 
which indicated a gas-oil ratio of 1,545 cu. ft. of gas per 
barrel of oil. Figures for content of dissolved gas per 
barrel of oil per pound pressure drop was determined by 
Mir. Zugene Denton as 0.56 eu. ft., which would indicate 
that the dissolved gas in the Coronation well at 2,510 lbs. 
was 1,486 eu. ft. per barrel, instead of 1,545 cu. ft. 

It is probable that the figure of 0.56 cu. ft. per pound 


oressure drop is high inasmuch as there is a tendency for 
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entrained gas to pass from one separator to another when 
making such tests. This would seem to indicate that the 
relation between the oil and gas withdrawn from the reservoir 
during this period is not representative of the relation 
between the oil and gas as it exists in the reservoir. 
rursuing this example further; employing atmospheric 
pressure of 12,65 lbs per sq. in., bottom-hole pressure of 
2,510 lbs., temperature of 150 deg. F. the gas produced 
during the period July-October would occupy a space 
underground of about 474,000 cu. ft: or 87,6800 bol., thus 
resulting in a factor of 2.45 bbl. as the space occupied in 
the Teservoir dy the o11 and gas for a barrel’ or oll as 
recovered and measured on the surface. However, under some- 
what similar conditions it has been found that a barrel on 
the. suytace occupied a space under-ground of ,1.9 bol., 
conmsequently it can be ssen that there is considerable 
divergence between computations and actual determinations. 
We are lacking in the fundamental data necesgary to 
approach any satisfactory estimates. Cores should be taken 
in a sufficient number of wells scattered through the field 
that would enable satisfactory averages for porosity and 
permeability to be made. Also bottom-hole samples of the 
fiuid should be obtained, and more accurate determinations 
made of the relation between the quantity of oil and gas as 
they exist in the reservoir. More bottom-hole pressures 
should be taken over a sufficient period of time that would 
enable the engineer to ascertain the pressure in the reservoir 
surrounding the well after equilibrium has been established. 
Then we can with more certainty aprroach the problem of 


calculation of recoverable oil. 
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S. #. Shaw. 


MR. 


at the present Lime, my opfnion, based on the 
appearance of the field, on the performance of wells, and 
generalized views of porosity, etc., but unsupported by 
any definite figures that would permit calculations to be. 
made, is that ultimate recovery will probably range between 
15,000 and 20,000 bbl. per acre. More definite knowledge 
Obtained in the course of time may alter these amie. 

The proven area lies between limits of verhaps 
3,000 and 4,000 acres, thus allowing for a recoverable 
reserve of 45,000,000 to 80,000,000 bbl. of .erudevoil. 
The possible reserves cover an area of perhaps 8,000 to 
10,000 acres, which, whem and if definitely proven, would 
indicate a future recoverable reserve ranging from 


1205000 ,000) to 200,000,000 bbl. of crude. oils" 


FENERTY : And I may say you have also prepared a 


report and are now orepared to present it here and have it 


put in evidence as to the matter of the repressuring of the 


Turner Valley field? 


I have. 
MR. FONERTY : I would tender that and he Will read it. 
WR. FRaWLEY: I do not know, unless there is some 


value to the problem we are engaged upon. I did not expect 


that there would be any report of that kind. 


THS CHATRMAN: Wheat is this report? IT am sorry, © did 


not get what you said. 


MIR ° 


FEN ERTY : Dealing with the matter of repressuring 


which was dealt with by other witnesses, and this has some 


bearing on the récovery, and the possibility of any recovery. 


It goes directly to whether or not it will affect the 


quantities, at least it seems to us to be so. it was dealt 


with by other witnesses at some length. 
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ff. Shaw. -~1061- 
WR, FRAYLSY: Loam iéér tainly in this position, that 
I have not seenit at all. Certainly, anything in general 
having to do with the production of this field is our problem. 
WR. PuNURTY : I may ask the witness whether this is 
relevant. 
Mr. Shaw, does the question of whether the repressuring of 
the field would be effective have any bearing on the quantities 
ultimately recoverable from the field? 
Will it have a bearing, do you mean? 
Yes. in other words, let me put it this: way7 
Or what will be the bearing? 
Let me put it this way. sis I understand it, the question of 
whether or not réepressuring be adopted igs one of the factors 
which may determine the ultimate recovery Lrom bne seleid.. i's 
that correct? 
In many cases it affects that. 


iiR. FENSRTY: I dd not propose to go further than thati 
TH. CHAIRMAN: i gee no objection ie its introduction. | 
rR. FRaWL SY: I Jn Want to have some idea what it 
was. | 

THE CHal RMai: Commission counsel should be told of the 


nature of the evidenee the Witness iS going to give. 

MR, FENGRTY : I am so nry. 

MR. PRAWVLEY: IT did not know at all. I do not know 
whether Dr. Boatright knew anything about it,and he is advising 
me. | 

MR. FENGRTY: I. thought both of these reports had been 


given to you. 


THE CHAT RMAN : If you want to read this into the record, 
all right. 
MR. FENERTY: Yes. 
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"Report as to repressuring is now 
marked Exhibit. "46". ) 
8 The following comme nee refer to the practicability 
of returning gas to the gas cap in the taraer Val ley .fiveld, 
) and to the probable effects of such action. 

During November, 1938, the production of the anglo- 
Canadian group of wells was approximately 63,000 bbl. of 
crude oil and 220,000,000 cu. ft. of gas, thus making for 
a gas oil ratio of approximately 3,500 cu. ft. of gas ner 
barrel of oil. There were days during this month when it 
Was necessapy to use practically all of this gas as fuel 
on the leases and for drilling operations, 

The production of 65,000 bbl. for November, or 
2,120 bbl. per day, compares with a production for the field 
of say 12,500 bbl. ber day, and on this basis of production 
of oi1 and gas, the total amount of gas produced per day 
was about 44,000,000 cu. ft. If this gas were processed 
for natural gas extraction, the quantity of gas remaining 
would be less than 44,000,000 cu. ft. per day, also fuel 
for operating the compressors would still further reduce 
this quantity of gas to perhaps 35,000,000 cu. ft. per 
day, much of which would be consumed during the months 
for lease requirements and for drilling purposes. The 
quantity of gas required for municipal purposes varies 

from 20,000,000 to 60,000,000 cu. ft. per day depending 
on the season of the year. 

It might be reasonable to assume that during the 
summer months, the production of oil will be 25,000 bbl. 
per day, and the gas-oil ratio will be 5,000 cu. ft. per 
Rect of oil, making @ total production of gas about 


125,000,000 ou. ft. per day of which perhaps 25,000,000 
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to 50,000,000 ou. ft. as a minimum would be required for 
fuel, drilling, municipal purposes ete., leaving possibly 
75,900,000 cu. ft. of gas that could be returned to the 
gas cap. During the winter months it would appear as if 
the withdrawal of eas from the gas cap is inevitable. 

During the pepiod 1924-1937, the quantity of gas 
extracted from the g:s cap totalled about 959,870,000 
(1 ee ih Original pressure in the gas cap was estimated 
at 2,175 lbs. and pressure at the end of 1957, I assume to 
average about 650 lbs., thus indicating a pressure drop 
Ofwabout 1475: 1bs,., or roughly, 650,000,000 ul Tt. per 
pound of pressure drop, not taking into account the 
supercompressibility of the gas. 

assuming that 75,000,000 cu. ft. of gas per day could 
be returned to the gas cap for one-half of the year, the 
total quantity of returnable gas per year would be about 
15,500,000,000 cu. ft. and if the pressure were to | 
equalize throughout the gas cap, this would increase the 
pressure in the gas cap at the rate of about 20 lbs. per 
year, assuming that no gas were withdrawn from the gas cap 
for fuel or other purposes. 

Owing to the rather low degree of permeability of 
the porous zone close to the oil zone, it is believed that 
Migration of oii am gas through. the oil zone is very Slow, 
and it seems probable that the effect of an increase in 
pressure of 20 lbs. would be nepligible.: Ihe elosine in 
of the gas cap would have a much greater effect in retarding 
pressure decline in the gas cap than the return of gas 
produced with the oil, Une oy ae it is believed that 
in view of the low permeability ‘that the combined effect 
of closing the gas cap in, and the return of gas from oil 


wells, would serve little purpose in increasing ultimate 
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S. F. Shaw. 
recovery of o11. 

If the gas cap is closed in, it seems almost certain 
thet oil wells close to the fringe of the gas cap will 
more rapidly be converted to gas wells, thus putting these 
wells out of commission as oil or gas producers. Compensation 
Will be expected for such procedure, and it will be difficult 
to arrive at any basis for campensation, and it will be still 
more difficult to determine who has benefitted by the 
procedure and who will therefore do the compensating\ 

The cost of a plant, or plants; for returhing gab to 
the gas cap will be high, and to handle about 76,000,000 
cu. ft. per day to the pressure that will probably be 
required will probably amount to #1,500,000 unless existing 
facilities can be employed. Operating costs will amount 
to perhaps lig to 2¢ per thousand cu. ft., and on basis 
assumed would total $205,000 to $264,000 per year. This 
outlay seems all out of reason when any benefits at all 
tm the oil zone are problematical. 

The return of gas to the gas cap as a measure of 
storing gas until needed as fuel would have points of merit, 
but before the gas is actually required, the costs for 
carrying on the storage operation would be mltiplied 
several times, and would probably reach the point where 
the cost to the consumer would be more than he would be 


Willing to bear." 


MR. FENERTY: That is all :'r. Shaw's direct evidence. 
THE CHAIRAAN: Any questions, Mr. Nolan? 

MR. NOLAN: No. 

DR. BOATRIGHT: T have just a few questions I would like 
to ask ilr. Shaw. Mr. Shaw, in your testimony here you show 


some figures on page e? 


May I get that, Dr. Boatright? 
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Sure. In these figures, Mr. Shaw, in your discussiion of 

these figures, you made the following statement: "The recovery 
in the Frontier well, based on the pressures noted as of 
November 30th, would appear to be 819,000 bbl. or about 

20,000 bbl. per acre, but by using a bottom hole pressure 
obtained at a later date, the recovery would appear to be 
31,000 bbl. per acre.” in other words, had either of these 


figures been used as a basis of calculation, their accuracy 


would probably have been about 70%, is that correct? 


Would you state the last part of your question again, please? 
In other words, if either of these figures had been used as a 
basis for calcula'ting the reserves, the accuracy would have 
been approximately in the neighbourhood of 70%, would it not? 
Well, perhaps so. JI Would say this, that 1 am not sure that 
the latest pressure given is the proper pressure. [It might 
have been shorter than that. This is just my opinion. 

The point I am really trying to make is that these estimates 
might reasonably be assumed to be approximately 70% correct? | 
I suppose so, without getting down too close. 

You have studied the wells! characteristics quite considerably, 
haven't you? 

I have. 

4nd are thoroughly familiar with the characteristics in the 
Turner Valley field? 

So far as I can be. 

What does your study indicate as to the reasonableness of 
these figures, so far as you have gone? 

I think they are quite reasonable, Dr. Boatright. 

Boric: to your calculations contained in the paragraph on 
the bottom of page 3 you make this statement: "thus resulting 


in a factor of 2.45 bbl. as the space occupied in the reservoir: 
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S ry ae Shaw. 
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by the oil and gas for a barrel off oil as reeovere@ and measured 
on the surface."?_ 


Yes 7 


that indicates then a recovery of approximately 30%, does it-note 


F do Aetthink yor could put it that way. 


it 


- 


tut it another way then. What does ihe bu -pipieeee aan eran: 
sich err . 
That represents tie enane.ocountea avy a barrel of ol under- 


ground aS compared with the barrek of oil as measured in the 
gauge tanks on the surface. 
And then you go on and say "However, under somewhat similar 


eonditions it has been found that a barrel on the surface 


Sooupied a speace under~ground of 1.5 bbl.,"? 


Yes. 

Indisating then that there is quite a variation in those two 
figures? 

Yes. 

You would not make any statement as to recovery? 

No. 

In your opinion, or as far as you know, is there anything to 
indicate at the Ae time that the area between 2,000 and 
#,000 fest contour line will not be Poets generally productive 
throughout the length and breadth of the Turner Valley field? 
Phere are two or three dry holes, I believe, that have been 
drilled. | 

But do those dry holes necessarily condemn any of that acreage 
to the west? 

I would say they do that area in which the holes have been 
drilled. And there may be others, therefore, 

But it would not necessarily condemn the area to the west? 

Not the whole, no. 


TH: CHATRMAN: You might pursue one thing, Dr. Boatright. 
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You have expressed an opinion as to the life of this field, 
having regird to the present market requirements. 

DR. BOATRIGHT: That is.right. 

TH: CHAIRMAN: | Let us pursue that in plain Inglish 
with this Witness, what aeons has given the field aocording 
to the present market requirements. 

Oo DR. BUATRIGHT: On the basis of your estimates here 
as to the possible recoveries to be antioipated that seem 
reaSonable in the light of present. information, how long 
woulda you estimate the life of the field to be, assuming an 
annual demand of five and a half million barrels per year? 

A You could take the maximum figure which I have used, which 
is possible, If allowed to use that, that is 200 millions 
and 80 millions of the maximum for the proven. That is 280 
millions. It would be a question of dividing five anda 
half into 280 millions. Tt naturally would not be produced 


that way. 


& 


On the basis of the possible calculations, I would like to 
get a figure for the life of the field under your two estimates, 
do you mind doing that? 
A That would seem to ranece from thirty years to fifty years. 
DR. BOSTRIGHT: Does that answer your question? 
TH: CHATRMAN: Now, 3 want: to know: if. tthe Opinion 
of this witness, that is a fair estimate? 
a, DR. BOATRIGHT: | ee your opinion, based upon information 
| that we have, is that a reasonable estimate, or do these. cover 
the reasonable probabilities? 
A They do, exeept I have classed the one area as possible but 
not as proven. If that be eomes proven, when and if it does, 


then these figures would cover that point. The thirty yeas 
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would seem, perhaps, to be the minimum at 54 millions a year. 


DR, BUATRIGHT: Does that get your point? 
THA CHalRit4y: Not yet. I want to know, he is here 


giving expert evidence, and I want to know if he is prepared 
to express an opinion as to the possible, or if he is not, 
as to the possible. He says if it is proven it will give 
SO much. we all know that without being engineers. Has he 
any Opinion as to the probability? 

DR. BCaTRIGHT: Did you catch that, ‘ir. Shaw? 

would you repeat it, Dr. Boatrigh t? 

mee yOu prepared to express an opinion aS to Whether it is 
probable that the life of the field will range between those 
two limits wm ch you gave? ve know that if it is proven it 
Will be sa. What we want is your opinion as to whether or 
not it is probable that the life of the field will lie somewhere 
between thirty and fifty years, based upon the information 


you have available at the present time? 


THE. CHALRMMAN: 4nd the present rate of withdrawal. 
DR. BOUATRIGH?: And the present rate of withdrawal? 
Yes, sir. I do not think, in my opinion, we ought to assume 


that is probable as yet. 

vo you have any ideas as to what you think would be the 
probable figure? 

Well, if we take half of that area, spezking off my report, 
Lethink that Was, very orobable. 

Yes, a maximum? 

The nroven area, aS you say, that is proven. if the other 
4,000, we will say 4,000 or 5,000 acres, that is very probable. 
In other words then, you say at least nalf of the 8,000 acres 


will probably be productive? 
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S. F. Shaw. 
A Yes. 
Q On that basis, using your figures, will you calculate what 


that life works out to be? 


“SE —-—DLhat aoe range from twenty years to Caney years, _ approximately. 
Q And vou feelthat. that is reasonable? 
A Yes. 
& Reasonably probable for-the Purner Valley field? 
Yes, sir. 
DR. BOATRIGHT: I believe that answers what you have 
in mind? 
Q Does that include both areas now? 
A Yes, 
@ Both proven and what you believe will be probably a productive 
are, of the field? 
A Tec . 
THis CHATRMAN: Thank you. 

* MR. FRAWLEY: Don't you think you should ascertain 
what leeway he allows, whether he is concerned With the return 
of capital aor depreciation. After all, this is the pipeline. 

‘we Re PRAWLAY $ Mr. Shaw, I take i+ now that you have 
given us your opinion that the life of the Turner Valley field 
Will run from twenty to thirty years? 

A On the basis as shown. 


Now, we are concerneé here, [ir. Shaw, witu the proper rate 
to be allowed the Royalite O11 Company to carry the oil from 
this field to Celgary through’ the Royalite Oil Company's 
pipeline. Would you care to in any way qualify the figure 
of twenty to thirty, having in mind the return that this 


company must get on its investment in operating this pipeline 


system, would you care 49 give some latitucs to the, lire of 
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S. F. Shaw. 


&) 


the field, having in mind its use as a fastor to this 
Commission in arriving.at the proper rite to carry on? 

I did not eonsider that at all and I would not feel prepared 
to go into the matter of their rate, or the proper return on 
their investment. 

Well, would it in any sense qualify the life you have given, 
the figure you have given as the life of the field, the fact 
that they have to get a return, some return on their investment? 
I do not feel prepared to answer that, Mr. Frawley. 

THE CHALRMAN: Anything more, Gentlemen. Thank you, 
that will doa. 
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sy Gill. 
MR. FPAWLIY: Then the other gentleman is Mr. 
Stanley Gill of Houston, Texas. 

STSNLLY GILL, having been duly sworn, 
examined by Mr. Frawley, said; 
Mrs Gail, you live in Houston, Texas? 
Yes. | 
Bnd by profession you are what’? 
I am engaged in consulting practice of engineering, 
practically all petroleum engineering. 
Pie you. put on the record: your, qualifications. ii. 
Gill, Please? 
I graduated in engineering from the Uniwersity of 
Vashington at Seattle. I followed that training... 
THi CHAT RAL : ‘hen’ | 
In 1920. Followed that training by three years of 
graduate work at Columbia University where I graduated 
in 1925 with the professional degree of Chemical sngineer. 
My first work in the oil fields begen in February 1924, 
at which time as an employee of the Mellon Institute of 
Industrial Research of Pittsburgh, I was assigned to 
work for the Gulf Production Company at Houston, Texas. 
I remained engaged with the Cult Production Company 
steadily until the end of the year 1931. The first 
few years of that employment were as an JSS&signed Fellow 
of the American Institute of Industrial xesearch, and 
Iwas later at the time of organization of the Research 
Departuent of the Gulf Oil Corporation, directly employed 
by the Gulf. Since January lst, 1982, I have been 
engaged in an independent consulting engineering practice, 
with offices in Houston, Texas. As I say, better than 


90% of «uy practice has been petroleum engineering work. 
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TO "Re. FENERTY: _ Mr. Gill, have you had ooaasion 

in the course of your professional employment te make 
estimates of reserves in various fields? 

I have been making estimates of reserves ever since about 
two months afijer I first went into the oil field, that is 
Since eariy in 1924. 

And have you hag opportunitios of checking the ultimate 
results in various fields with the estimate gs you have 
made? 

I have had a great many opportunities to ¢eheck the perfor- 
mance of leases and fields, subsequent to the time that 

my estimates were made, to see to what extent and in what 
manner the performances of the property conformed to my 
estimate. I have no idea how many such cases I have boen 
@ble to have for comparison,- it probably runs up between 
100 and 200. I have found incidentally, that in approx- 
imately 98% my estimates are slightly exceeded by subsequent 
performance. In other words, I under-estimated anywhere 
fram five to thirty percent. Sometimes worse than that. 
My understanding is that you have toasome extent been 
engaged in forming estimates for the purpose of arriving 
at a basis of investing capital in fields? 

Very largely, sir. 

And those necessarily are conservative estimates? 

Vell I am what is known as "a banker's appraiser," I think. 
That covers it, I think, your methods of estimating, 

I take it, are necessarily the moans of comparisons of 
performance with earlier estimates? 

Well my adherence to certain methods and my method of 
application are, of course, based on that past experience. 


You have been here how long, iir. Gill? 
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A About twelve days. 

Q And you have read over all of the evidence which has been 
presented to the Commission to date? 

A Yes, I have. 

Q And the available geological reports? 

A Yes. 

Q And the Government records have been made available to 
you? 

A Yes, they have. 

Q And you have taken occasion tre examine such records as 
you thought would assist you? 

A I have, that is correct. 

Q And you have also visited the field? 

A Yes, I have made a couple of trips to the field. 

Q And you have given consideration during this period to 
the question of the recoverable reserves in the Turner 
Valley field, and %t°:the matter of re-pressuring of 
that field. 

A Ve Sy) .L DaVe:. 

Q I angoing to ask you to proceed in your own way, to give 


your own conclusions, together with such facts as you 
think should be referred to as supporting those con- 
Glusions. I might say, Mr. Chairman, that, due to the 
shortness of time,Mr. Gill has not yet had an opportunity 
of reducing his notes to a complete report which we could 
file, but we will be very pleased, if it will be of some 
assistance to the Commission, to reduce those to writing 
and file them. I believe one other report was filed 
following the giving of the evidence. 

THE CHAIRMAN: As long as Mr Gill is available 


to be examined or cross-examined on any report which you 


file. 
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MR. FENERTY: This is only if ‘you wish. We 
are quite satisfied to proceed in this manner. 

THE CHAIRMAN: We think it is desirable to file 
Jt, but subject to that condition that other Counsel may 
examine him on the report filed. 

MR. FENERTY: Because there may he something 


in it whioh is not given verbally. I quite appreciate 


that. 
THE CHAIRMAN: Yes. 
Q MR. FENERTY: Proceed in your own way, Mr. Gill, 


to give us such information as you have as to the character 
of the field, the data which you have considered and the 
Gonelusions you have arrived at. 

A In the first place, as relates to the geology and struet- 
ural eondition of the field, it is apparent both from 
published papers and from the evidenee which has been 
presented here that there is absolutely no soontroversy 
as to the general structural character of the field, and 
the spendid work which has been done and which is 
exemplified by this peg model here, represents an 
opinion as to structural aondi tones it is far better 
than anything that I could hope to form. I have, there- 
fore, because of the limited time avallable to me, brushed 
over any attempt to consider the geology. I am not a 
geologist to begin with, ond J esbecder rss: only to the 
extent of comparing certain gata of sub-sea depths to 
the top of the lime with the contour maps which were 
available to me in order to convince myself that my 
own contour would be substantially identical with the 
contour anion has been presented here. 

Perhaps it might be well first then, in view of that 


fact to state ina general way my own classification of 
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the acreage in the field sinee that is a fundamental 
factor in the estimates. I have used as the lowest 

limit of the gas-cap area a minus 2000 foot sub-sea 
contour. I believe that the wee of a contour Ace 

two hundred feet higher would be justifable, but the 

use of the lower canes minus 2000, leads to more 
conservative estimates of the oil reserves and represents, 
in my cpinion, the safest estimation that can be made 

in that the use of any higher contour such as 1800 or 
1900 contour would serve merely to increase the estimate 
of oil reserves. I classified the area contained within 
the field into four categories; first, proven gas aorea.ze, 
which is acreage lying above the minus 2000 foot contour. 
This gas area is, this gas section, covers an area of 
approximately 10,000 acres. JI consider that there is now 
sufficient data to support very adeiwuately an opinion 
that any part of the structure lying between this minus 
2000 foot contour and the minus 450 0 foe contour is 
potentially productive of oil. That view is based on 
the Home-Millarville well, on the Anglo-Canadian Number 1 
well, and on the #xtension Number 1 well, all of which 
encountered the lime somewhere within close hitting 
distance of the 4000 foot contour, around minus 3800. 

Due to the fact that in those wells no water was 
encountered to the bottom of the Lower porous zone, 

which is located approximately 450 feet into the lime, 
they show that no water exists down to a depth of at 
least 3800 plus 450, which would prove the structure 
water-free, at least at the poOSitions of these wells, 
down to a minus'4250 contour. The additional data 


obtained from Okalta 6 justified the assumption that 
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the very probable area extends down to the 4500 foot 
gontour, some 15, 000 acres lying on structure between 
the minus 2000 and the minus 4500 foot contour. I 
consider that 5500 acres of this is definitely and 
positively proven for production by existing wells, and 
that the remainder, 7500 acres, is to be classified as 
"probable" oil producing territories. 

In addition to this area, the most recent parformance 
ef the Okaltea No. 6 well indicates that the water level 
is almost certainly below minus 5500. I have visited the 
well twice and my only personal observation, having any 
bearing on that point, is that I believe that it was 
Saturday, either Friday or Saturday I was at the well, 
1t had becn swabbed for a few hours that morning, 
the rig was stiut down to splice a swabbing line, the 
head was being steamed so that we could not sec the casing 
head, but the air on the derrick floor and around the rig 
was heavy with the odour of live gas, which is quite 
distinctive. I am informed that since that time some . 
good, live crude oil has been swabbed from the hole. 

If the Okalta well, Okalta 6, makes any crude oil at al], 
any new crude or gas, it proves definitely that the 

is vel of the oil-water contact is below the minus 5500 
TOOV contour. belisve that there is enough data now 
on Okalta 6, showing that the area lying between the 
minus 4500 foot.contour, which was the lower limit of 

the area I have classified as "probable and the 
minus 5500 foot contour, may be classified as "possihle" 
oil land or possible productive of oil. That area, 
estimated very roughly, is in the neighbourhood of 6000 


aores. I, therefore, include within the confines of the 
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*pessible™ preductive strueture in tho light of present 
information, a total of 29,000 acres, of which 10,000 
acres is gas land, 5500 aeres definitely proven oil land, 
7500 "probable" Pade Ate of oil, and 6000 "possible" 
productive Oa. 

In the sclection of the method to be employed for 
estimating the reserves of recoverable gas and oil existing in 
this field, we are necessarily, as has been pointed out 
by others here, limited to the rather meagre data which 
are available. There are in general only two methods 
af oem eine oil reserves, The Ae Hane which have 
been employed here fall within those classss, those methods, 
all methods of estimating oil reserves with which I am 
familiar fall within one or another or a combination of 
two categorics. Those are the vorumetric method of 
estimation, and a method of estimation based on Rookie, 

The volumetric methods are those in which the estima te 
is made as to the volume of the total porosity underlying 
the field, as to the content of that porosity and as to 
tho recoverability of that content. The basic factor is, 
of course, porosity. The second factor is, in the case 
of the estimation of an oil reserve, how much oil is 
contained within that porosity. Those voids have a 
eertein volume. What part of those voids is occupied 
by oil and what part by other vines: The normal pro- 
cedure at the present time is to apply to the volume 
of voids correction-faetors for the volume ocoupied by 
the gas, that is gas not dissolved in oil, for the 
volume occupied by water, a certain amount of which | 
in a good many fields is retained within the inter- 


sticies of the porous rock, and to apply a correction 
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for what is commonly referred to as shrinkage of the oil, 
that is a barrel of oil on the ground in the tank occupies 
in the reservoir a space of more than one barrel, for two 
reasons, first in the reservoir it contains dissolved in 

it some greater or lesser volume of gas and second the 
tenperature within the reservoir is normally higher than 
the temperature after the oil is reduced to possession 

in the tunk.; therefore applying those three factors, the 
free gas factors, the shrinkage factor and the factor 

for the space occupied by water or other useless material, 
to determine how much oil is contained within those voids. 
We then estimate on the basis of experience or of the good 
gas whay percentage of that oil can be recovered from wells, 
and this establishes the recovery factor as the measure of 
our estimate of what can be produced. Now where data are 
available on comparaDle fields which have produced through- 
out their producing life or to such a point of depletion 
that the ultimate recovery can be definitely foreseen, all 
of these estimations can sometimes be short<circuited by 
saying "this field has so far produced so much", we can 
tell from all the information at hand it 18 e@ectly. like that 
field, and that field recovered 100 or 400 or 700 barrels 
of oil from each acre-foot of porous rock, therefore, we 
can say tmt this field will recover a similar amount. 
where that can be done it affords a reasonable basis of 
estimation. Unfortunately that cannot be done in the case 
of Turner Valley. The limitation on the application of 
volume- ability map to Turner Valley has been pointedout in 
the record on these Hearings and it ties down basically 

to just one thing, or perhaps two, first, there have been 


no coring in Turner Valley. The one core out of Spy Hill 
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is not representative, or we do not think it is represent~ 
ative because Spy Hill was a small well. Mr. Spratt is 

pa pers published. by him points out that measurements were 
made of porosity of 5 or 6 chunks of rock that were thrown 
out of wells in different perts of the field and that those 
tests lead to average values of 15% for the poTesity. That 
igs not enough information. Dr. Boatright adopted what seems 
to me the only available method of estimating the porosity 
of the lime hy direct examination. I have had available to 
me and have examined with great care the same data on which 
he based his estimates. I do not think that it is a sound 
method, although it is the best available. I feel tht Dr. 
Boatright applied it so as to lead to a sound estimate. 
Perhaps that belief is grounded on the fact that my own 
estimate approashed by other methods are very close to his, 
I do not know, but he did make a very fine study of it, but 
what limited examination of those cuttings I myself wve 
made confirm me inthe belief that I had, tht the method of 
examination that was described to me,-Dr. Link mentioned tis 
Bxtension No- 1 well, 1 examined those cuttings myself and 
was also present both when the woll was brought in vefore 
acidization from the lower porous zone and when it was first 
brought in after acidization.» As Dr. Link very definitely 
Btated these cuttings from the upper porous zone showed a 
great deal of porosity. The cuttings from the lowex zone 
showed so far as I could see no porosity at all. well, the 
well was first tested, prior to the time I Game up here, 
from the upper porous zone alone and made, if my recollection 
of thé figures is correct, somewhore on the order af 200 


barrels a day before acidization. Is that correct, iir. Spratt? 


MR« SPRATT: 240. 
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WITNESS: £40. It was thon drilled on to the 
lower porous zone and was brought in and I saw it brought 
in that time. During the first hour it produced 70 bar-~ 
yels or at the rate of 1680 barrels per day and I believe 
that for the first ten hours the production was around 

600 barrels, which is, oh, 1300 or 1400 barrels per day. 
in other words although the-cuttings from the lower porous 
zone. snould ho porosity ages the microscope, that lower 
porous zone added more than 1000 barrels per day to the 
production of the well. Now the reason for that, in the 
absense of pores is not known. Experienve in other lime- 
stone areas indicate that it may be either one of two 
things. It may be pores large enough so that the cuttings 
are merely chipped off from around the edges. I have seen 
a good many limestone pores with the pores of such size 
that they would not show up in the cuttings at all, or it 
may that there is a system of factures, which not only tie 
the porosity together but also contain considerable oil in 
themselves. As I say, I am not personally too highly im~« 
pressed with the examination of cuttings as a means of 
estimating the porosity and I believe that the job which 
Dr. Boatright has done on it on the basis of examinations 
of cuttings made by he Department af Mines is as good a 
job as can be done with it, and will almost inevitably lead 
to very conservative estimates in et the porosity which 
really accounts, thi ghopecbee le accounts, for the large 

P eens toh of some of your wells does not show up in the 
cuttings at all. . | 

THE CHAIRMAN: I think this would be a convenient place 
to stop. 


(The investigation was here adjourned and resumed at 2 P.M.) 
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@ P.M, Session. | 

Q MR. FENERTY: Would you sontinue, Mr. Gill, 
from Wiese Vou Left off at noon? 

4 Iwo other types of estimates of cuttings and porosities 
have been employed in estimates on the Turner Valley 
field.. One was not gone into at that thoroughly. Dr. 
Link presented some figures on porosities whioh, as I 
understood the record, were based partly on an examination 
of the cuttings in the laboratory and partly on his own 

very extensive observation of drilling operations in the 
field. Spratt and Taylor, in a paper on the Turner 
Valley field, used a method which was also in use by Dr. 
Boatright, as one of his what might be called auxiliary 
methods. This method involves a comparison of the quantity 
of gas that has been produced from the gas-cap with the 
decline of pressure in the gas-cap, from which the 
effective volume of voids for the gas-cap can be ealculated. 
Spratt and Tayior arrived at a figure, an average figure 
of 126,000 barrels of voids per acre. Dr. Boatright, as 

I remember, arrived at 170,000. No, I am sorry, Yos,; 
170,000 barrels of voids per acre in the gas-cap, but 
without correction or temperature or other deviations 
from the laws of perfect gases and if you correct the 
averages and factors it comes very close to the estimate 
arrived at by Spratt and Taylor. This method is a very 
sound method for estimating reservoir voids, and I believe 
that the figures arrived at by Spratt and Taylor and by 
Dr. Boatright, and have considerable value. However, 
there were two objections to their methods for estimating 
of the reserves in the oil. The se objections are: Tivs¢ 


as pointed out by Dr. Link in his testimony, on the geology 
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3 of the field, and it is to be expected that there will be 
mich less fracturing of the lime down at depth in the 
oil area. In general, while I feel that the data thet 
has been presented here, and estimates on porosities are 
of value, and while I feel parfieularly that Dr. Boatright 
has arrived at a safe and reasonable estimate, I do not 
helieve that the porosity methods are as applisable for 
@ field such as this as are certain other methods. A 
second general method for the estimation of reserves 
includes these methods which are based upon deciine, 
sither upon ths decline of the rate of produetion ar upon 
the deasline of the pressure. Probably the soundest 
method that there is for the estimation of reserves is 
this based upon the decline of rate of production of 
wWoills,, of ofr fislds. In a sense that oan be regarded 
as a@ Glassical basis of estimation, since it has been 
used for many years, and has been studied in more detail 
Since the factors involved have been discussed at length 
in various dvulletins of the United States Bureau of Mines 
and in numerous text-books, and in innumerable publications. 
The decline of production of oil wells has been found by 
expericnce covering many thousands of wells to confor. to 
reasonably definite methematical laws. & deslinse ourve 
4s not something at which a man can look and say "This | 
well is going off awfully fast, and we are sure that Lt WL 
Only last another year or so." It is rather a method 
or law providing an adequate mathematical sourve which ean 
be extorpolated mathematically into future years, with a 
great deal of certainty. Such extrapolation of deoline 
of curves where proper data are available, are ungquestion-~ 


abl.y the best methods of predicting the future produsotion 
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from oil wells, sinee they tie in to all ofthe fastors 
which oause produstion and recovery. The second class 

ef deoline methods are the methods which are based on 
decline of pressure, decline of surface pressures and 
decline of reservoir pressures. As J, stated before, 

a method based on decline of pressure in the gas-scap 

can be employed and has heen employed to give an estimate 
of the total voids space of the gas-cap. Two other 
methods based on pressure decline have been presented in 
the records at this hearing. Dr. Boatright presentad a 
secondary method of estimation, of computations based on 
deoline of reservoir pressure in its relation to the total 
volume af displacement of fluids which have been withdrawn 
from the oil horizon at Turner Valley. The method employed 
by Mr. Davies was the decline of pressure as one of the two 
fundamental factors. I do not think at the present state 
of knowledge as to performance of pressures in the Turner 
Valley reservoir that such methods are any good at all. 

The estimates which were presented here earlier in your 
proceedings were based on pressures Wiich existed in the 
wells at that time. Due to the fact that there had been 
very heavy withdrawals during the Summer months, the 
pressures during September and Yctober were low. The 
reservoir was not in a stable condition. There was a low 
pressure area soaused by that rapid withdrawal, around each 
well. Due to the extremely low permeability of the Turner 
Valley reservoir rock pressures equalize very slowly. 

As a result during the past severe] months when the rate of 
withdrawal has been reduced below that existing in the 
Summer, there has been a rather steady inoreass of bottom 


hole pressures on most of the wolls. To illustrate the 
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effect of that inorease in pressure I imposed on Dr. 
Boatright's kindness to the point of having him provide 

me with date on the 29 wells in the oil area, from which 

he derived his estimate. Dr. Boatright tabulated a list 

of 29 wells, and on which he had measurements of bottom 
hole pressures for various periods of time, within whioh 
periods of time 2,500,080 barrels of oil had been praduced 
from those 29 wells, the aggregate total producing time 
having been 5,671 well days. During this poriod the 

average loss in bottom hole pressure for this group of 
wells had besn 320 lbs. per square inch. From these 
figures, and from the gas production from the wells during 
the same period of time, Dr. Boatright calculated an average 
production in terms of total reservoir displacement, that 

is combined gas and oil of 80,600 barrels for seach pound 

jer square inch drop in bottom hole pressure. As I say, 

Dr. Boatright was so good as to supply me with a list of 
wells and the data on then. On 27 of these wells, 27 of 
the 29, there are measurements of bottom hole pressure 

more recent than those which Dr. Boatright used. On the 
average for those 27 wells the bottom hole pressures during 
that period has increased by 26 pounds per square inch. 

If we calculated this over a period which represents 1,228 
well days, it would mean we were getting Something for 
nothing, because we produced a lot of oil with an increasing 
pressure. I, therefore, took those figures and carried back 
to the first date of Dr. Boatright's estimate, Figuring on 
that basis from the first date of his estimates. up to the 
most recent pressure measurements, the displacement has 

been 106,000 barrels per pound per square inch as compared 


to 80,600. Or estimates made on that basis in the light 
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part of the summer 1938, wells were operated to full 
capacity. This was probably untrue ina number of these 
eases, but will lead to a Lower estimate than would he. 
reached had the wells been capable of producing at a 
higher rate. Unfortunately the time available to me 
here has been such that these curves are merely werk 
sheets, and IJ believe that Mr. Fenerty wants me to Supply 
copies of these and do you wish to introduce these into 
the record, or how do you want to do that, Mr.Fenerty? 
MR. FENERTY: I thought possibly that they 
were of sufficient importanee that the sheets might be 
marked and that engineering copies or draft copies might 
be made and filed, together with the additional copies 
that might be necessary. I might say at this stage, Mr. 
Chairman, that we find it will not be possible for Mr. Gil] 
to incorporate his evidence in the form of a written 
“report, in the time he has available in Calgary, but in 
view of the continuity of the evidenes, we now feel that 
nothing much would be added to the evidence as presented 
in the transcript. 
THE CHAIRMAN: You are offering what? 

A They are the curves and work sheets which I used in 
arriving at this estimate. I presume it would be best to 
mark them individually as exhibits, so 1 can desoribe them. 

Q Take the first one and deseribe it? 

A Well I should say that the first would be a tabulation 
of preduction data on B. & B. Royalties No. 1 well, showing 
production by oie ns, and a calculation of the accumulated 
production up to the end of each of these months. This 
sheet also shows the gas-oil ratios by months since the 
performance of this ae was badly eff3acted by the great 


increase in gas~-oil ratio during the last month. 
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and was still increasing rapidly at the end of the 96th 
hour; and date on - test made last week or the weck 
before lest rather, on Anglo-Canadian No. 1, that being 

in the nature ef what is known as a draw-down test, in 
Which e bottom hole pressure bomb is put into the well 
after g long period of shut-down, and the well opened up 
and the rate of reduction of prossure measured. All of 
the data on the shut-downs show conclusively that none of 
the wells on which tests have been made come anywhere close 
£5 equalizing to rcservoir conditions in 24 hours; for 
eajl of these reasons I have made my basic estimate by 
oxtrapolation of decline curves. Now the extrapolation 
of decline curves is no good under a pro-ration curtail- 
ment,sinece wells are restricted to a rate lower than the 
normal decline. However, we have data ona considerable 
number of wells whieh were operated at what we may assume 
to be a relatively unrestrained rate in the earltor 
stages of their life. The data are not wholly satisfaotory 
but lead to a reasonable estimate. I have plotted up the 
decline curves on 13 wells, most of which produced for 
greater or lesser periods prior to September 1937, and 
have extrapolated” thosa curves. In cach case I have 
plotted the logarithmic decline curves, wmt are referred 
to as the rate acoumulative eurves, in which the rate of 
production at any particular time is plotted against the 
total production of oil that has been had up to that time 
and have extrapolated those curves, ignoring in most cases 
the point subsequent to Septcmber 1937, when the first 
curtailment went into offect, and in other cascs where the 
@ata did not permit of extrapolation all the way from that 


early date, going on the assumption that during the letdr 
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of more recent information are 30% or 33% highor than 

Dr. Boatright's estimate. Similarly, if these new pressure 
figures were applied to Mr. Yavies' basis of estimation, 
his estimate would be very materially inoreased. In 
addition, I do not think that any 24 hour pressure measure- 
ments are any good far the estimation of reserves in the 
Turner Valley field. The Haagen for this is that there 
are available, and they are getting to be more and more, 
figures on what happens when you shut these wells in. 

On the faot that thc pressure build-up during the first 

e4 hours does not bring the well to reservoir pressure 
condition, and that it in some cases will take many many 
days for the wells prorer to equalize to the reservoir 
pressure, and in all cases will take apparently a period 
considerably greater than 24 hours. The data are rather 
limited,but I have been able to got data on 7 wells. 

Some of that information is in a record of your hoaring 
in the tabulations of bottom hole pressure supplied by 

Mr, Davies. Some is more reeent data, and I have 

gathered the build-up of pressure on Coronation No. 1 
during a 72 hour shut-down in August; data on Royalite 
No, 32 on a 48 hour shut-down during November; these data 
are not in the record of your hearing. Cemparing wells 
which were yaetuded in the tabulation submitted by Mr. 
Davies, a shut-down of Royalite No. 34, 96 hours, during 
June 1938; a shut-down of the Commoil No. 2 for 72 hours 
during August 1938; shut-down of Royal Canadian No. 1 for, 
I belicve, 7 days during February 1938; shut-down of 
Royalite No. 28 for 17 days during March, 1938. In 
addition I have data on a test from December 22nd to 
December 26th on Anglo-Canadian No. 1, in which the Pressure 
built up about 550 lbs. from the 24th to the 96th hour, 
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DOCUMENT IN QUESTION IS NOW 
MARKED SXHIBIT "47". 


The second is a logirithmic decline curve for the B. & B. 
Reyalties Nol 1 well, in which the rate of production by 
months is plotted against the elapsed time in months 

on log log paper. The logarithmic co-@rdinates in each 
direation. I may explain this. The plots on the log log 
paper are basic deoline curves and that the normal deoline 
curve when plotted in this way on this kind of paper fails 
ina straight line, gonforming to the mathematical form 

of the declines curve. 


DOCUMENT IN QUESTION IS NOW 
MARKED EXHIBIT "48". 


The next is a semi-logarithmic rate cumulative plotting of 
the decline of B. & B. royalties No. 1 well. This carries 

a streight line extrapylation marked "A" on the curve, which 
is more or less a pessimistic evaluation of the possibilities 
of the well, and noe to an estimated ultimate recovery 


of 825,000 barrels of oil from the well. 


DOCUMENT IN QUESTION IS NOW 
MARKED EXHIBIT "49". 


"50" is simply a plotting of the gas-oil ratios on this 
well, and is included to show the reason for certain 


irregularities in the last month. 


DOCUMENT IN QUESTION IS NOW 
MARKED EXHIBIT "50". 


Now "51". Decline of production is plotted to simple 
rectengie co-ordinates. That is thd group of graphs 
introduced by Dr. Link of the decline on the wells were 
plotted to this type of co-ordinates. In the figure 
Exhihit "51" I have plotted the actual production in 
green and have shown in red the decline curve covering 


estimates of future production to show the relative form 
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of that curve and the way in which the oalculated curve conforms 
to actuel produation. 


DOCUMENT IN QUESTION IS NOW 
MARKED EXHIBIT "51". 


A Now I may run through these quite rapidly, because they 
are similar in nature. Exhibit "52" is a sheet of 
calaulations for Brown No. 1 and Brown No. 2, both of 
which were completed in September 1937. This sheet 
contains the production by months and the calculation 
of production assumulations to the end of cach month. 


DOCUMENT IN QUESTION IS NOW 
MARKG#D sXHIBIT "52". 


A Exhibit "55" is a semi-logarithmis cumulative plot of 
the production from these two wells. Due to the fact 
that all of the produstion from these wells have been 
had under curtailment, it is not possible to extrapoldte 
these figures for an estimation of the ultimate recovery. 


DOCUMENT IN QUESTION IS Now 
MARKED EXHIBIT "535". 


A Exhibit "54" is a sheet with production data and calcalatien 
ef accumulated production for Davies No. 2. 


DOCUMENT IN QUESTION IS Now 
MARKED EXHIBIT "54", 


L Exhibit "55" is a logarithmic plotting and extrapolation 


ef the decline curve for this well. 


DOCUMENT IN QUESTION IS NOW 
MARKED EXHIBIT "55". 


A In Exhibit "56" this extrapolation is re-plotted in 
comparison with the records of actual production to 


rectangular co-ordinates. 


DOCUMENT IN QUESTION IS NoW 
MARKED EXHIBIT "56". 


A Exhibit "57" is a semi-logarithmic rete cumulative . 
graph for the production from Davies No. 2, and leads te 


an estimated ultimate recovery from this well of 1,150,000 
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barrels. 


DOCUMENT IN QUHSTION IS NOW 
MARKED EXHIBIT *57". 


A Exhibit %68" is a sheet with produotion data and ealoul~ 
ation of the egcumulated production and of gas-oil 
ratios for Foundation No. l. 


DOCUMENT IN QUESTION IS NOW 
MARKED EXHIBIT "58". 


A Exhibit "59" is a semi-logarithmic rate cumulative 
plotting of the production date on this well. Due to 
the effect of pro-ration curtailment it is very difficult 
to arrive at a reasoneble extrapolation of this surve 
but it is obvious from the inspection of the curve that 
any rational method of extrapolation would lead to an 
estimated ultimete recovery of moro than 1,000,000 
barrels from the well. 


DOCUMENT IN QU@STION IS NOW 
MARKED #XHIBIT "59". 


A "60" {8 a sheet of production data end calculated accun- 
ulated production for Sterling Facific No. 3. 


DOCUMENT IN QUESTION IS NOW 
MARKED EXHIBIT "60% 


4 Exhibit "61" is a semi-logerithmic rate cumulative plotting 
of the deoline data. Incidentally it is «bout the only one 
of these wells on which the offect of acid treatment 
seems to have been such as to lead to an increase of 
ultimate recovery. In the others there is no direct 
evidence of any increase sapidadinade recovery as a result 
of acid treatment. On this well there is an indication 
of some increase. The extrapolation leads to an 
estimated ultimate recovery of 380,000 barrels from 


this well. 


DOCUMENT IN QUESTION IS NOW 
MARKED EXHIBIT "61". 
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4 "62a" is a sheet of calculations for Sterling Pagifia 


No. 4. 
DOCUMENT IN QUESTION IS NOW 
MARKED EXHIBIT "42",~ 
A "63" is a somi-logarithmio plotting of rates oumulative 


curve leading to an estimated ultimate recovery of 
820,000 barrels from this well. 


DOCUMENT IN QUZSTION IS NOW 
MA&RK&D EXHIBIT "63". 


A "64" is a sheet showing production data and the calculations 
of accumulated production from gterling Pacific No. 5. 


DOCUMENT IN QUESTION IS NOW 
MARKED EXHIBIT "64". 


4 "65 is @ semi-logarithmic plovting of a rates oumulative 
deoline curve on this well leading to an estimated 
ultimate recovery of 800,000 barrels. 


DOCUMENT IN QUESTION IS NOW 
MARKED ®XHIBIT "65". 


Q "66" is a sheet carrying production data and oalculatians 
of the accumulative produetion from Turner Valley No. l. 


DOCUMENT IN QUESTION IS NOW 
MARKED SXHIBIT "66". 


A "67" js a logarithmic plot of the decline curve, montha 


against barrels per month. 


DOCUMENT IN QUiSTION IS NOW 
MARKiD EXHIBIT "67". 


A "68" is a plot of rectangular co-ordinates of this 
extrapolated decline curve in somparison with the 


actual production of the well. 


DOCUMENT IN QUESTIOl IS NOW 
MARKED EXHIBIT "68". 


A "69" is a semi-logarithmic plotting, rates of accumulative 
decline curve for Turner Valley No. 1, leading to an 


estimated ultimate recovery of 1,060,000 barrels of 
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oil. 
DOCUMINT IN QUESTION IS NoW 
MARKED JXHIBIT "69". 
A "70" is a sheet containing production data and caloul- 


ation of accumulated production by months on Westflank 
No. 1 and ivestflank No. 3. 


DOCUMENT IN QUESTIO:: IS NOW 
MARK&D EXHIBIT "70". 


A "71" is a semi-logarithmic rate of cumulative plotting 
of production date on these wells. Since practially 
all of the production from these wells has been had 
under pro-ration curtailment, extrapolation of the 
curves for an estimation of the ultimate recovery is 


not possible. 


DOCUMENT IN QUSSTIOULS NOW 
MARKED sxHIBIT "V1". 


A "72" is a sheet containing production data, and calcul- 
ations of accumulated production by months for Monarch 


No. 1 and Westside No. i. 


DOCULENT IN QUESTION IS NOW 
MARK@D BXHIBIT "72". 


4 "73" is a semi-logarithmic rate accumlative plotting 
of decline curves for those two wells leading to an 
estimated ultimate total recovery of 680,000 barrels 
from Monarch No. 1, and of 800,000 barrels from 


Vestside No. l- 


DOCUMENT IN QUSSTION IS NOt. 
MARKED SxXHIBIT "73". 


Those curves lead to estimates of ultimate recovery for 
nine wells. Although the choice of wells was rather 
rigorously limited by the fact those were about the 
only wells available, I believe that they are truly 
representative. I eliminated from consideration wells 


‘such as Model No. 1 and Advance 5A, which have had 
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phenomenonally large production, and the extrapolation 
of data on these wells would lead to a tremendous 
estimate. These wells range from really good wells down 
to a couple of fairly poor wells. They do not go down 
to wells as poor as Westflank No. 1 which was used by Dr. 
Link, because all of its production has been under curtail- 
ment and no estimate can be drawn from it. To summarise 
these estimates of ultimate total recovery, I estimate for 
B. & B. Royalties No. 1 an ultimate recovery of 825,000 
barrels. For Davies No. 2, 1,150,000 barrels. For 
Foundation No. 1 I have used 1,000,000 barrels, and 
actually estimate the recovery to be Something greater. 
For Monarch No. 1 680,000 barrels. For Sterling Pacific 
Wo. 3, 380,000 barrels. For Sterling Pacific No. 4, 820,000 
barrels. For Sterling Pacific No. 5 800,000 barrels. 
For Turner Valley No. 1, 1,060,000 barrels. For ‘ilestside 
No. 1 800,000 barrels. The average recovery estimated 
in this group of wells, the average ultimate recovery 
for each well is estimated to be 835,000 barrels, 
corresponding approximately to the estimated average 
recovery of something over 20,000 barrels fer acre. 

Q MR.COMMISSION&R LIPoatt: You mentioned Westside. 
You mean westside or ‘\estflank? 

4 Vestside. It was not possible to make an estimate for 
either of the ‘sestflank wells, which I used, because 


all of their production had been had unier curtailment. 


(Go to Page 1094. )- 
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i have arrived at my estimate of reasonable anticipation 

of the ultimate total recovery of oil from the Turner 

Valley field by the use of this basic figure of 20,000 
barrels of oil recovery per acre and of the acreage 
classification which I described earlier. ss I may or 

as I said I consider 5500 acres of the Turner Valley 
structure to be proven for production of oil by exist- 

ing wells. At 20,000 barrels per acre estimated ul- 

timate recovery from those 5500 acres it would be 110, 
000,000 barrels of oil; an additional 7500 acres lying 
between the minus 2000 foot and the minus 4500 foot con~ 
tour on the flank of the structure I class as "probable". 

As a matter of fact I consider that is extremely probable. 
The greater part of it I think should be classified as 
Semi-proven, if we want to get technical about the class~ 
ification. That area 7500 acres represents a great stretch 
of the flank of the structure lying between the built-up 
section on the South and the Home-Millarville area on the 
North. It is true that there have been a couple of dry 
holes drilled along there. There always will be dry holes 
within the proven confine of lime fields. In the Yates 
field, which is the greatest lime field in the United States, 
in Pecos County, Texas, there are dry holes within the pro- 
ducing boundaries of the *ield and there are tremendous 
differences in potential between adjacent wells. Although 

I have not ka2 opportunity to go into the details myself, 

it has been repeatedly stated in the record of your Heari‘gs 
that there are great variations in productivities within the 
Pees, that there are substantially barren spots within 
Now no one can put a pencil on any point on this 


the gas-cap. 
area which I classified as "probable" and say "we can complete 
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an oil well at that spot" but no reasonable engineer or 
geologist would say that that area was not at least highly 
probable. Along the upper edge of that area there heve 
been a few wells, such as Model No. 1, and Advance 5A, 
Which incidentally are located between two of the ary 
holes; Brown 3 and Dalhousie 8, which have produced great 
quantities of oil and as pointed out this moruing have 
Shown over a long period o* years no measurable decline 
of productivity. Undoubtedly those wells have been draw« 
ing a considerable part of their production, perhaps most 
all of it from acreage down dip but that fact of itself 

is an excellent proof that there is plenty of oil down dip 
in this "probable" area- 

In arriving at my estimates of anticipation of ultimate 
recoveries frcm the field I mve given that acreage a weight 
of 70, of 50%, that is as to my 5500 acres of proven territory, 
I have considered that safely as proven. ‘Ye will therefore, 
estimate its recovery at 20,000 barrels am acres. As to the 
7500 acres of "probable" territory I have said “now this is 
not all drilled up and so just to be awfully safe we will say 
that only half of that will prove up as good as this Southern 
area and we will therefore give it only 50% of the weight, We 
will only allow it 10,000 barrels an acre", Then the total 
reserve underlying that area is estimated at 75,000,000 bare 
rels. Now in addition to the proven area and the “possible” 
area I belisve, largely from my own observations of Okalta 6, 
limited as they were, that the area lying between the minus 
4500 and minus 5500 foot contours, is possible oil producing 
land. we do not know that water level is going to be the same 
all up and down that structure- we do know that it is8 probably 


below minus 4500 feet all the way since we have the Home~ 
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Millarville well up to the North which carries us down 
nearly that far and we have good reason to believe that 

to the South in the position of the Okalta 6 well, the 
oil-water contact is ai least as low as that position in 
the upper porous zone, corresponding to a minus 5700 feet 
contour on the top of the lime. Between the minus 4500 

and the minus 5500 foot contour there is something over 

6000 acres of territory which I have classified as "possible" 
and to which I lave assigned a weight of 25%, in compairison 
to my estimates of proven reserves,that is instead of esti- 
mating it at 20,000 barrels per acre I have included it at 

a figure of 5,000 barrels per acre, or a total nf 30,000,000 
barrels. Those estimates then are 110,000,000 barrels for 
the proven part of the field,anda 75,000,000 barrels fos the 

"probable" 

/area and 30,000,000 barrels for the possible area ~. a total 
of 215,000,000 barrels which I consider an extremely reason- 
able, minimum anticipation of total recovery of oil from the 
field. Now there have been some 8,000,000 barrels produced 
todate and I therefore subtract that and state as my very 
firm opinion that you may safely, conservatively and reason 
ably expect to recover not less than 200,000,000 barrels of 
oil from the oil zones in the Turner Valley field. 

TO MR. FENERTY: 
Q Have you any comments to make, Mr. Gill, as to the matter of 
re-pressuring dealt with this morning, have you gone into 
that feature? 
That was one of the matters which Ef was asked to consider, yes. 


As briefly as you cam will you give us your comment on tliat. 


S > 


— 


My comments on tit can be very brief., since my opinion on it 
is based primarily on the extremely low permeability of the 


reservoir formation. That low permeability is conclusively 


demonstrated in all parts of the field by pressure performance 
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of wells. I really consider that at the present stage of 
depletion of the field, variation of pressures in the gas 
cap is going to have practically no effect upon recovery 
of oil from the wells down flank. The only wells which 
will be effected are those which are located right along 
the gas oil contact. If the pressure in the gas-cap de- 
clines greatly those wells may possibly pick up same oil 
from down dip. If pressure in the gas-cap is maintained 
or increased ,oil will tend to be driven back from those 
wells as pressures in the oil areas decrease on account of 
withdrawal of oil. I @€o not think that pressure ma*ntenance 
or pressure restoration in the gas-cap will have any measurable 
effect one way or the other on total recovery of oil. 
whether or not it is worth while as a means of conserving the 
fuel supply I do not know. That depends on the economics of 
that situation but from the standpoint of the oil field I am 
not sure that any benefit would be derived and there might 
conceivably be some loss of oil recovery should the gas 
force oil down dip, leaving behind it a good deal of oil 
retained in capillary passages. 
MRe FENDRTY: I think that covers all the direct 
evidence which we have to offer, Mr. Chairman. 
WR. FRAWLEY: will you give us about five minute's 
adjournment, Mr. Chairman. 
THE CHAIRMAN: Very good. 
(An adjournment of five minutes was here taken) 

Q MRe FRAWLEY: Mr. Gill, I have just one qmestion and 
Dr. Boatright has just a couple or so- You therefore have 
200,000,000 barrels recoverable, from now on, allowing, 
making the deductions or a very rough deduction of 15,000,000 


you give the field a life of something over 36 years? 


A I believe so. 
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Q Yes? 

A Tmt is what it calculates to, that is at 5 and a half. 

Q 5 and a half million withdrawal yearly? 

A Yes, the equivalent life of that rate of withdrawal would 


& 


Go -§ & & 


be something over 36 years. 

Now you Know that we are engaged here in determining the 
life of the field so that the Gommission may use it as a 
factor in arriving at a proper rate for carrying crude oil 
from the field to Calgary to the Royalite Pipe line, you 
know that is our inquiry? 

Yes. 

You also said this morning you are what is known in your 
country as a "banker’s appraiser"? 


That is because I guessed them low. 


Now I want you to tell the Commission whether or not you 


are prepared to qualify in any way the estimate or somet hing 


over 36 years, having in mind we are seeking to allow some~ 
thing to the Royalite Oil Company as a return on their ine 
vestment in this pipe line? 

Mr. Frawley, pipe line accounting is rather out of my line 
but if I were estimating the dollar value on that reserve I 
would not knock anything off that estimated reserve. 

You would not knock anything off it? 

No gir. | 

You desire then tie Commission should take your life of 36 
years just as it is? 

That is assuming the 6 and a half million. 


Yes, always assuming that withdrawal? 


Yes. 


THE CHALRMAN: Assuming that withdrawal, would you feel 
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safe to advise a banker 3 whom you would expect to give 
a reasonable estimate, if you said 36 years would you ex= 
pect the banker to advance money on the strength of your 
est imate? 

Ps) Equivalent to 5 and a half million barrels per year, yes. 
TO DRe BOATRIGHT: 

Fy Mre Gill, I think through an oversight you failed to bri ng 
out whether or not you had had any experience in lime fields, 
~£ wonder if I might ask oe that question now? 

A Yes, 2 have had a good deal of experience in lime fields, 

L believe all in Texas, in the Edwards lime field and in the 
Luling district, in the Panhandle area, and in the lime 
fields at West Texayw- 

Q And that experience has included practically all phases, 
evaluation, drilling, completion-of wells, production, pro~ 
duction problems and things relating thereto? 

I do not know any of them that were left out. 

Q Mr. Gill, in view of your studies of the Turner Valley field 
and the relatively low permeability which exists there, I 
wonder if you would express an opinion as to what you would 
expect the life of thewells to be in view of that permeabilit y? 

A I think that can be stated rather definitely, that is in view 
of the low permeability, and in view of the wide spacing of 
wells, the wells in the Turner Valley field are going w Have 
a very long producing life, that is they may show rather rapid 
decline in the first few years but then they are going to level 


off and produce over a long, long time. That is always true 


in areas of low permeability and more true in areas where wells 


are widely spaced. 


Well tlat opinion was very definitely show by these curves 


which you introduced? 


A Oh very definitely, yess any of these extrapolated decline 


Curves. 
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Mr» Gill, what is your opinion of the effect of therate 
of production upon the gas-oil ratio, is it not possible 
to vary the gas-oil ratio from a givenwell by varying the 
rate at which that well is producing? : 

Oh over wide ranges. 

And is it not also true that the bottom-hole pressures are 
a function of the rate of withdrawal both from the well in« 
volved and surrounding wells eee the zones influence of 
that particular well? 

Yes that is true. 

4nd would or would it not be your opinion that any method 
of obtaining or calculating reserves based upon figures of 
the type which we necessarily, or that we obtain from con- 
diticns in the Turner Valley field would be absolutely 
worthless? 

I think that is quite obvious. 

DRe BOATRIGHT: I believe that is everythin. 

MRe NOLAN: I wonder, Mr- Chairman, if Mr. Alexander 
Deussen, who is assisting me and who is a gentleman from 
Texas, might be permitted to ask Mr. Gill one or%wo 
questions. It is our intention to have Mr. Deussen come 
to the assistance of the Commission with his evidence as 
to the eaeimanod reserves so under those circumstances I 
foel there will be no objection to him asking one or two 
questions. 

THE CHAIRMAN: All right, Mr. Deussen. 

TO MR. DEUSSEN. 

ae Gill, I would like to know in your Opinion as to whetler 
this is a gas filed or an oil field, whether you have an 
effective water-drive in the field? 

No, I do not believe there is an effective water-drive. 


Then the oil is going to be taken out only by the energy of 


the gas in the gas-cap? 
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The gas, well in the gas-cap or from anywhere else in 


the reserves, dissolved in the oil. 


The-gas isc the only thing that is going tot ake thse oll 


out, is that not right? 


(To to Number 1102) 
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& Essentially that is true, yes, 


~N 


Dia you have estimates of what the life of the gas is going 
to be in the Turner Valley field? 
A No, I didn't make those calculations. They are in the record 


and apvarently fsirly well agreed upon. Fe 


jeer the g2=S is all gone out of the»gas cap and outeor the-~ 


om 


oil, there will be no energy left in the field with which to 
Seaver the oil, is that correct? 


A After all the energy is gore there will not be any. 


a] So that we are going to have, with the gas production, gas 

| reserves in that field to last over that period of thirty-six 
years at the present rate? 

A Somewhere in the field, yes. 


Q That is all on that point. The other thing is with regard to 
this probable area which you have referred to, you said that 
in order to be safe and conservative that if you were evaluating 
that on the basis of 10,000 barrels, I do not remen ber the 
number of acres? 

A On an average of 7500 acres. 


yew, that wis just 50% of what you gave in the proven? 


A Yes. I actually think it will be considerably better than 
i have taken, on the average. 

@ Yes, that exact proportion is not arrived at mathematically? 

A No. 

% It is just baged on your best methods and experienge? 

A Just an expression of the probability. 

It might have been 12,0U0 as well as 10,0007 

A Mes. 

SI Or vice versa? 

A No, I do not think vice versa. It might be le, 15 or 28, 


Teo not think there is any reasonable probability ot if beim 
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any less than 10,000. 

If it was 10 to 12, it might be down to 9500? 

No, Sir, I think that 10,000 is the minimum evaluation of 

that probability. 

But it is not developed on a basis off any mathematical problem? 
No, it is just = matter of judgment ind opinion. 

MR. DEUSSON:; net as aL). 

DRs BOLTRIGHT: Mr. Gill, there was a point brought up 
there during Mr. Deusson's question. You “know, of course, 
that the field has a considerable dip, amounting to something 
over a mile? 

Yes. 

And the forces of gravity in a field of that dip will have sane 
effect? 

Trev is a very important point, tir. Boztright, and I am glad 
you raised that. If it Were not for the extremely low 
permeability of that formation the wells down dip would produce at 
a’ very high rate due to that gravity head. Even with the low 
permeability, without the driving effect of gas, the down dip 
wells just above the water would produce over a very long 
period of time under gravity drainage from that great heighth 
of oil column above it. 

4nd that heighth, if it is approximately 4800 feet, we will 
say, would represent a pressure in down dio of how many pounds 
Oh, a couple of thousand pounds ser square ineh. 

In other words, it is a very co:siderable pressure? 

A very substantial pressure. 

The effect of the permeability, as I iunerecaed it, would 

be to slow up that movement? 


That is right. 


But, nevertheless, the movement would take place? 
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It might or might not, allowing fa an economical rate of 

production... 

Going from that permeability, if the reservoir in the oil 

horizon is of such a nature so that that gravity will not have 

an appreciable effect, then regardless of what the gas-cap 

does, there is enough gas down, contained in the oil, so far 

as we know, to do the lifting of the oil, so that the oil part 
of the horizon is fairly safe, insofar as the gas-cap is 

“concerned? 

Oh, yes, the quantity of gas primarily escaping with 


the oil is more than sufficient to accomplish that drive. 


THE CHAIRMaN: Any other questions? 
WR. FRAWLAY: iOS to Sack ies 
MAJOR LEPSETT: We got an expression of opinion, Mr. Gidk, 


that the two-thirds of the total oil recoverszble from the 
well, was produced in the first two years and that after that, 
Pups the remaining life of the well, we could only expect 
One-third of the total recovery; in other words, the 66-2/3% 
was recovered in the first two years? 

Yes. 

And that you can estimate from that what the total recovery 
was to be in the one-third life, have you considered that at 
all or can you express any opinion on it? 

I have considered that in great detail in a number of fields. 
mine principle is mae but the numbers are wrong; that is, 
66-2/3% for a field, or 66%, or 66-2/3% , for a field having 
@ produciag formation with low permeability is a completely 
inaccurate figure. That ties in to the mathematical nature 
of these deeline curves which I have been discussing. 
66% durine the first two years, you might get a figure that 


high on some field of exceotionally high and tremendous 


nee 
vag 


Ath 
ss 


. 
‘ 


Lar 


~ 
4 he 
we ‘' x 
es oe 

ot 


aa Se 

et oe 

Ms we 

a ons 

“% ‘aa 

MA 

- 
wen z 
an ‘ ; 
es : 
es 


M3 


My 

~ 

ov 
‘ 


~ 
Pee] 

—_ 
eat 


; 


yor 
a ~ 
cd oho 
% 
“FF 
a, 
, 
fom . 
. eon 
. 
. 
» 
“ 
» 


Stanley Gill. 


F 
aa 


-1105- 


permeability, but in reservoirs of the general character of 
this reservoir I do not think it would be physically possible 
by any known method of production in this impermeable formation 
and with these wide spacings, to get out as much as 35% of 

the total oil the first two yecrs. I think that that 66% 
figure is at least twice as high as is justified by the facts 
as to this field. 

MR. DEUSSON: I would like to ask Mre oii ory you 
have any data on the Powell field, it is a sand field, of course? 
Yes. 

as to what the production was during the first two years of 

its life? 

@ Cannot recall, :r. Deussen, but it was very high; 

90% of the recovery came out within the first two yeirs? 

That Wa's a sand of an extremely high vermeability, and the 
wells were operated very close together. I believe, ifr. Deussen, 
ieae not recollect the second year, I believe the first. year 

on Powell was about 40% and the second about 20% more, about 
60% in the first two years. 

In those fields which we have down in our country where we 
live, in our back yard, we had some limestone production there, 
didn't we, in the form of the spindletop and the Humble fields? 
Well, we have those Caprock fields. 

Have you any idea what the production was in those fields when 
they were drilled densely and thrown to open flow? 

A very, very large recovery and very high rates of production. 
The only one where I recollect any of the earlier figures 

was Spindletop, which was,a cavernous Caprock, where there 


were wells which >roduced over 100,000 barrels per day. 
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Q And the first two years of life of the Spindle Top, do you 
recall what percentage of production came ou t? 
Mee Ofthand i do not. ‘that wab dhe of the fields where there was 
excessively high production, due to that eavernous condition, 
I believe that the Cap Rock area, whieh is what you referred 
to, the Cap Rock, or super cap sand produced in exeess of 
40% during the first year, pretty close to 45%. 
Correct? 
on And probably during the second year; now, I am speaking completely 
by guess merely, it was over 20%, and that the field probably 
produced close to 70% during the first two years. 
& And during the remaining fifteen to twenty years of its life 
it has produced the remaining 40%? 
7 It has not finished producing it yet. But that was a ver 


uncommon condition, Mr.:Peusson. 


Q I am faust trying to bring this out to show.... 

A There was tremendous permeability. 

) I.am:trying to bring this out to show in fields that are 
unrestricted, where the methods of production...... 

A The fields are not comparable to the underground canditions 


here specified. 

Q That may be true, but I am trying to bring out this point, 
in the fields we were used to before pro-ration, that it Was a 
common thing to get out at least 60 to 75% during the first 
two or three years of its life. 

A And so very few of them did it. 

Q Now, take the Luling field, which was opened up without 
restriation. It only made about 50% in the first year and, 
perhaps, 12 or 15% in the seeond? 

A It arti ied mech more closely than this field, and the 
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formation was much more permeable, anda very effeotive water 
drive, which Would tend to increase recovery. 

Q DR. BOATRIGHT: Mr. Gill, this Fumble field to Whch 
Mr. Deusson referred, was a sand field, wasn't it? 

A Yes, that produced fran the woodbine sand. 

And it is comparable in no way to a lime fiela? 

A That was a sand field producim through extremely closely 
spaced wells, and very highly permeable sand, with a very 
Beviye and efficient water drive. In other words, it is not 
canparable in any way. 
furthermore, it was rapidly drilled out, wasntt it? 

A Yes. 

Going to this Cap Rock field, what has been the common 
experience with regard to activity in the field. One problem 
is getting through the cap rock? 

A fears a very difficult problem. We have to drill through the 
cap in practically every well and it is a terrifie problem. 
That condition aceounted for the tremendously rapid production. 

Q While we are on the subject of recovery, what was the recovery 

in the Spindle Tou Paes To you remember that? Would 
150,000 barrels per acre be correct? 

A I think it would be higher than that. I think my opinion would 
be about two hundred to two hundred and twenty-five thousand 
barrels per acre from the total producing area. 

@ In other words, none of the fields of which Mr. Deusson spcke 
are comparable to; Turner Val bey? 

A There are very few fields. anywhere compareble to those fields 
down there. 

Q DR. LINK: Do you regard the Panhandle Texas 
field camparable to this field? 


A It is reasonably comparable as to formation characteristics. 
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Of course, that is an enormous gas field with just a little 
fringe of oil along the edge of it. 

You do not know anything about the average thickness of the 
porous zone there, do you? 

I do not remember those figures. I pemeve there is something 
like 50 feet, and 20% porosity. 

50 feet and 20% porosity? 

something along that order. 

Do you know what the reserve is for the Amarillo oil field? 
No, 1 do not remember it. I eannot pick out the figures of 
all of these individual fields. I have been very familiar 
with it from time to time. 

The reason I am asking you is Dr. Boatright thought that fielé 
was more im line with Turner Valley? 

Meck they fleure it is a.one billion oil. field. 

The estimates run from 600,000 toa pillion. What is the 
acreage they ascribe to that field? 

ft do not know the oil area. 

One hundred and fifty to two hundred thousand acres. Now, 
let us have the lowest acreage ascribed to that field, 
150,000 and divide that into a billion. What is your answer? 
633 barrels per acre? 


is that right? 


DR. BOATRIGHT: jdnile we are on this question of 
calculations, concerning the Border field, do you happen to 
soe read the last oil weekly, or approximately the last one, 
wherein the ~roductive area of the Border field was given 

ee) 100,000 acres? 


I was going to question that 150,000 or 200,000 acre figure. 


I do not believe that is right. 
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Q The figure of 50 feet thickness which you gave,was not that 
the total productive section comparable to the figure of 
170 feet which I gave here? | 

A I believe it was, Dr. Boatright. The only figure I have in 
mind from a recent work covers the west Panhandle gas PLerd.. 


where there is only about 20 feet. 


Q And with that 20%? 

A It has been several years Since I did: anything: down in that area. 

Q That was 20 feet. with 20% porosity?: 

A It is probably lower. than 20 feet. 

Q And if that 50 feet.were canparable to the 170 feet, and if 
the volume were 6,000, which Mr. Link assumed, it would make 
my figure of 17,000 very reasonable, would it not? 

A Yes, if you start making assumptions... 

Q MR. MaHaFFY :. Mr. Chairman, if I may ask a few 
Questions. I came into the picture representing Gas & Oil 
Products at quite a late date, and there are one or two things 
Dr. Gill has said that I would like to question him about. 

Q Mr. Gill, did I unéerstand you in your original statement to 
say that in your opinion there is sufficient energy in the 
crude part of the field to raise that crude without assistance 
from the gas cap? 

A No. There is sufficient to drive it to the hole, but it 
wontt all flow naturally. It won't anyway. 

Q In speaking to Mr. Deusson, he mentiored to you that when the 


gas has gone the energy to lift has gone. “ere you referring 


there to the gas? 
A In th-t connection, Mr. Mahaffy, _ mayI say this, that when the 


gas has gone out of the oil saturated part of the Turner Valley 
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reservoir, quantities of prouuceable oil I have estimated 
Will also have gone out through the hole. 
Q And the gas you are spe king of is gas if the crude area? 
Directly associated with the erude. 


In your opinion, will gas dissipation from the ges cap in any 


& 


Way affect the production of crude from the flank? 

A Except only fron the wells which are right up against the gas 
cap. I do not think it will have any effect on the others. 

% What effect will it show on the border wells? 

MMM fhe gas inthe gas’ cap is ‘dissipated and that preseune 
rapidly depleted it will pull the oil up-dip into these wells. 
Not from any great distarice béczuse of the low permeability 
mut it will pull it up. 

If the gas is not dissipated what will hapnpen? 

A Then aS the pressures down in the crude oil area are reduced 
due to production of crude the gas will tend to expand. and 
force the oil back down-dip and away from these Large wells. 

Q In other words, these that are crude wells may become entirely 
gas wells? 


4 Yes, sir, I think quite a few of them would. There is some 


’ 
sign of such a tendency. I do not recollect the wells. 

i) Perhaps you recollect something of that kind has happened at 
the Model-Spooner Reward wells? 

A Those may be the wells, I saw data on some wells where that 
had apparently taken place to some extent. 

q That is all, thank you. 
MR. FRAWLEY : Th-t is all Mr. Fenerty has to Submit. 
ae supposed that would take up most of the day. It certainly 
has taken a Oe of the day, and that then as far as anything 
PROC nis, s+ s'e | 
MR. NOLAN: “My lord, I wanted to make available 


Mr. Deusson to the Commission. He has come up especially for 
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this purvose., but I thought that, perhaps, at this hour it 
would not be advantageous to eee With him, and that we 
should adjourm until to-morrow morning, beoause, like 1. 
Frawley, I did not anticipate Mr. Shaw or Mr. Gill woulda 
finish as quickly as they have done. I thought the wiole 
day would be taken up with Anglo-Canadian witnesses. We 
Will be ready and prepared to go on the first thing to-morrow 


morning, if that meets with ‘the convenience of the Gommissirn, 


MR. FRawWLEY: I am very glad to ask you to adjourn 
now. 
TH. CHAIRMAN: Very well. 


(At this stage the Hearing was adjourned until the 10th day 


of January. ) 
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MR. FRAWLEY: Call lir. Shaw, is he here? 

THE CHAIRMAN: lir. Frawley, we have been sonsidere 
ing as to whether or not it would not serve all in~ 
terested parties well, if at the conclusion of this 
phase of the evidence which you are now on, we should 
take time to consider and give a decision on this pipe~ 
line matter. It seemed to us that we should not come te 
any conclusion without getting the views of counsel and 
it occurred to us that perhaps you should see counsel 
interested, over and above those who are now pregent, 
lest they have something to say upon this subject, and 


speak to it:at 2 o'clock. 


iwR.e FRAWLEY: Very well, my Lord. 


THEY CHATRVAN: I mention it now because if that 


~gourse is pursued it is well that everyone who is ine 


terested in say the life of the field should come in and 
give their evidence now. Anyone who is interested in 
any way in any matter which will be affected by the de= 
Gision on the pipeline rate should be given an opportun- 
ity to be here of course before that decision is given. 
MR. FRAWLEY: Yes,-my Lord, I will do Ghat. |< wilt 
now call Mr. Shaw. 

SILAS PF. SHAW, having been re~ 


called, examined by Dr. Boatright said: 


Mr. Shaw, you are the same iir. Shaw who testified yester~ 


day? 

Yes. 

And are still under oath of course? 

Yes. : 

In your estimates yesterday you gave a figure of from 


22 to 36 years as being the probable life of the fiele? 
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Se F. : Shaw 
mi) Yes. 
Q And I just waht to ask you one question with regard tb 


o& - Pp & fH 


that life, that winintum figure of 23 to B6 years rep- 
resents the figure upon which you would base a financial 
investment, is that not correst? 

That is correct. 

In other words were a banker to contemplate putting 
money into the Turner Valley field you would recommend 
that it ve placed upon the basis of from 22 to 36 years? 
Tmt is correct, on the basis of 5 and a half million 
barrels withdrawal per year. 

That is right, thank you. 

THE CHAIRMAN: Any questions? That is all, thank you, 


Mr. Shaw. 


ALEXANDER DEUSSEN, having been 
first duly sworn. 
Mie FRAWLEY: lire Nolan has asked that he might 
qualify the witness and I have no or jection. 
MR. NOLAN: Mire Deussen, what is your profession? 
I am an independent consulting geologist. 
Where do you live? 


Houston, Texas. 


Would you be good enough to give to the Commission some- 
thing of your educational record, Mr. Deussen? 
My studies in geology and graduate work was done at the 


University of Texas and I graduated from the University 


of Texas in 1905. 
With a degree in what? 


Master of Science, specializing in geology. 


Anda after graduation what did you ado? 
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Ef taught in the University of Texas for some five on 
Bix years, in the Department of Geology. 

Yes, and then? 

I then became connected with the United States geologe 
ical survey. I was geologist on that survey and dc- 
voted my attention mainly to studies in Texas. 

How long were you with the American geological survey? 
The United States geological survey, Mr. Nolan. 

The United States geological survey? 

From approximately 1907 to 1915. In 1915 I resigned 
from the United States geological survey and accepted BY 
position with the Gulf Production Company in Houston, 
which was an oil prodiucing company, as geologist for 
that company in Houston. I wes one of the very few 
geologists in Houston at that time. we have a great 
many now. TI remained with the Gulf Company for a year 
and then resigned and opened an office in Houston, Texas, 
being one of the first consulting geologists in Houston. 
I engaged in independent consulting geology from about, 
from approximately 1916 to 1924 when I became Vice~ 
President of the warland Oil Gompany of Texas, Vice-= 
President in charge of operations for that company in 
the Gulf Coast district of Texas and Louisiana, having 
under my supervision at that time the leasing and geo= 
logical and geophysical and production activities cf that 
compeny at the coast, from the period of 1924 to 1928. 


Yes. 
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A I might add in that connection that under my supervision 
at that time there was brought to the coast for the first 
time a geophysical. party, that started the large amount 
of geophysical activities that had been utilized in the 
coast since that time. 

Q What 1s a geophysical activity? 

“Phat is the exploration for sub+surface structures con+ 
taining oil by. means of the-use of a selismograph whish rex 
cords an carth wave that is created by the explosion of 
a dynamite charge and that system is now extensively used 
in all parts of the United States and many foreign 
ccuntries, in detecting the presence of these underground 
structures. I think there has been a geographical party 
in Turner Valley exploring this particular structure. In 
1928 I left the Marland Oi1 Company and again re-opened my 
office as an independent consulting geologist and have been 
in that particular business ever since that time . 

Are you a member of any geological society, Mr. Deussen? 

A I ama member of mite a few. I have been a former pre+ 
sident of the American Association of Petroleum Geologists. 
I ama member of 4+ he American Institute of Mining and 
Metallurgical Engineers, having been chairman of its oil 
amd gas committee for one year- A member of the American 
Society of Economic Geologists. A Fellow of the Society 
of American Geologists, and mumerous others. 

Q Yes. hir. Deussen, have you had any experience in making 
estimates of oil reserves? 

A During my career as a geologist I have had a great many, 

a good deal of contact with this particular problem. [I 
was a member of the joint~committee of the United States 


Geological survey and the American Association of Petroleum 
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geologists in, about 1918, to whieh was delegated the 
task at that time of making an estimate of the oil ree 
Berves of the United States, and I wad éhairman of the 
committee that prepared the estimate of the oil rex 
serves of the Gulf Uoast of Texas un@ Louisiana. I 
might state, ir. Chairman, fot your inforiwatioh that at 
the present time, and even then, at the Gulf Coast of 
Texas & considerable number of oil fields and a 
@arge proportion of the oil reserves of the United States 
are contained in that particular area, it is one of the 
prominent producing oil regions of the United States and, 
-[ am just drawing these figures from out of, thin air unly, 

. the reserves are placed at something like 15 billion bar 
reels, Texas I think around 5 billion and I think of that 
the Gulf Coast has about 2% or 3 billion, so that ever 
Since the oil industry in the United States has attained 
its present prominent position the Gulf Coast of Texas, 
fron which all of us here come, has been one of the lead- 
ing producing sections of the United States. «As a matter 
of fact, the oil industry, as we know it in its modem 
phase, started with the discovery of the Spindletop field 
which is only 90 miles from Houstor, back in 1901. 

Q That committee of wiich you are a member functioned in 
L9L8? 

A Theat was about 1918 or 1919, I will be exacte In 1925 
when the National Government became alarmed about the of1 
yupply of the United States and the possibility of having 
adequate supplies of. 01k; President Coolidge appointed a 
committee to investigate the question of the oil reserves 
of the United States and the American Petroleum Instituta, 
of which likewise I am a manber and have been a former 


@irector, appointed a committee, a so-called committee of 
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eleven, to prepare an cstimate of the reserves of the 
United States for the eee eS ene and again 
I was a member of the committee that peennena the es- 
timates for the Gulf Coast. 

Yes, what is this American, or this Petrolcum Institute? 
Well, it is a technical institute of oil operators in the 
United States, designed primarily to foster impro ve=- 
ments in the art of finding and refining and marketing 
and recovering petroleum products. 

I think some of their publications have been meitioned 
before this Commission, is that the A. P. I.? 

That is what they call the & P. I. They put out a 
great many technical publications on all phases of the 
oil industry. 

Do I understand you are a member or chairman of the con- 
mittee that made that estimate? 


That committee was constituted, the so-called committee of 


elven, was constituted of eleven men amd each of those 


tf ££ i eS 


eleven nen being an executive, a main execut ive, president 
or viee-president of a major producing oil company of the 
United States. The actual work, however, was done by a 
number of sub-committees that were appointed in thevarious 
parts of the United States. I was a member and took an 
active part and prepared, helped to preparethe estimates 
for the Gulf Coast of Texas and Loui iana at that time. 


As a member of the sub- committee working in that area? 


Yes. 

And that was in the yeoar-~-~ 

That was in about 1925 I think. 

Yes? 

In 1935, about ten years later, this question again came up 


of what the oil re erves of the United States were and the 
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American Pétroleum Institute at that time again re- 
sonstituted another committee to. supplement the former 
report as prepared in 1925 ana again I was a member of 
that committee acting for the Gulf Coast, so that the 
three main estimates of the oii reserves of the Unitea 
‘States that had been prepared since 1918, I have par- 
ticip ted in each one of those studies» 

Q 4nd those were in the years 1918, 1925 amd 1935? 

Yess 

Q Now Mr. Deussen, you have made some atudy and examination 
of the Turner Va1ley field and you have certain observa- 
tions that you would like to bring to the attention of the 
Commission and I think perhaps you know that our witnesses 
are prepared to make their statements just in their ow 
way and if you will be good enough now to bring to the at- 
tention of the Committee any observations which you tkve to 
make from the examination which you have made. 

A I beg to state, Mr. Chairman, and iirs Commissioner, tmt I 
was invited to come to Calgary about ten days ago, being ad~ 
vised of a Hearing which was in pregress, which you gentlemm 
are conducting, and was asked at tliat time as an indepandemt 
geologist to ma e a study of this field as best we could in 
the limited time available, in order that we might give to your 
Commission the benefit of our judgment as to what the reserves 
an@ life of thia field might be based on such study of which we 
were @apable in the time which was placed at our disposal. In 
this connection I might state ttt I brought with me Mr. T. Vv. 
Moore, a wellknown petroleum engineer of Houston, ir order to 
assist me in those studies. hiy particular engineer that 
usually worked with me in Houston was engaged in arother task 
and I could not bring him with me so I had the services of 


tiv. woore placed at my disposul. we have made,us carefully as 


we > 


allan 
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can, this examination, we have boen at it working night 
ani day since this matter has been brought to our at- 
tention, reviewing the literature on this field and 
Studying the records and the records of the production 
ani the records Of drilling and such other pertinent 
data as might be necessary in order that we might be 
able to form an opinion that we could give. I might 
Bay in this connection that all of the data of tré 
Royalite Compcny has been placed at my, at our dis- 
posal, for these studies, and we find that this infor- 
mation has been very helpful to us in arriving at this 
Ooninion because without the assistance and without 
havicg this information at our command, I do not believe 
that we could have accomplished as much as T tngnk we 
possibly have accomplished. | 
“WR. PENURTY: I do not want to interrupt at the 
moment nn as I understand the witness at the moment 
he is purportirg to give what will be the opinions of 
himself Bad another geologist. 
A No, my own opinion. 
UR. FUNERTY: I tpought you were coupling the two 
ise you, if this other gentleman is going on the stand 
of course that will be sae right. 
4 I Ab not think he waa go on the stand. 
Q MR. FENERTY: Thea I do not think he should give 


his opinion to this witness. 


wRe NOLAN: No, that is not our intention. Mr. 


Peussen will confine his opinion to the opinion of him- 


self and that only. 
With your permission, I will use the word "I" instead of 


"we" from now One 
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MR. FPRNERTY: Bo long as it is your opinion, I 
thought you were quoting for both of you? 

A No, this is my independent opinion. ie likewise in 
this connection in order that we might be familiar 
with the ground, made a yrip to Turner Valley on 
Saterday and looked over the field at that time. 

Now to proceed with the matter which 1s immediately 
before me. I was interested in listening to the very 
illuminating disoussion of lire Gill yesterday afternaon 
on the matter of the methods which are commonly employed 
by geologists and engineers in erriving at some estimates 
of the reserves, recoverable reserves of oil fields. I 
wish to impress on you, Mr. Chairman and bir. Commissioner, 
that the figures that anyone gives on these matters are 
exactly what they are stated to be, they are estimates. 

| They are not figures that have been arrived at by exact 

mathematical calculations. They are an expression of the 
best judgment and opinion based on the oxpexdenoe of the 
person who is making the estimate, as to what his ideas are 
as to the recoveries which might reasonably be expected 
froma the field in the light of the information which he 
has on sucha field. Mr. Gill [| think covered in a very 
admirable way the tvyo or three customary methods that are 
Plead in arriving at these figures of Racdvareule re- 
serves. When he mentioned to you, first, the porosity or 
the so-called volometris method which has been employed by 
Dr. Boatright in arriving at his estimate of what those re- 
serves are in the Turuer Valley field. I think Mr. Gill 
stated that he did not personally believe that the porosity 
method was the most preodise or the best method to use for 


this particular field inasmuch as it has been demonstrated 
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in this record that the reservoir which contains tle oil 
is limestone and not sand and that these limestone re~ 
servoirs have certain peculiar characteristics which are 
not gommon with those of sand fields. Mr. Gill, I bedi ieve 
further stated that in his judgment the porosity method 
would not be the one that would be most satisfactory to 
use in connection with an estimation of these reserves in 
the Turner Valley field. With tits opinion of Mir. Gill 
I am in thorough accord. I have serious doubt as to 
whether the porosity method or the volometriec method for 
a limestone field or the furner Valley field in particular 
is the best method or the most precise method by which these 
reserves can be arrived ate So far as I know, - I might be 
mistaken, = I do not believe that this so-called porosity 
method is commonly used. It may be used in some instances 
in the ¢stimation of the reserves of a limestone field. 

| Mre Gill pointed out the other method ani that was by the 
use of decline curves which, according to our experience, 
my experience, are the be&t methcds to use when they can be 
used, and until pro-ration and restriction of production 
came into being in the United States the method of the decline 
curve was the one commonly used in the cstimation of the re- 
serves of an oil field, both limestone fields and sand fields. 
The introduction of pro-ration however has largely thrown the 
use of decline curves in the discard and I think I will try a 
little later to make plain to you, kir- Chairman, and Ir. 
Commissioner, what a decline curve means. I do not know that 
we @ll of us fully understand it and I want to try and be 
in this discussion as non-technical as I cane 


THE CHAIRWAN: That will be very helpful. 


a), 


Mr. Deussen. -lléc- 


An oil vell or an oil field has certain péduliar 

and definite characteristics that distinguishes {t 

for example from an artesian well or a water well. 

In the first place, in such a structure as you have 

at Turner Valley, you have a limited area of the earth's 
Grust that has been opened up, as you see in this very 
excellent model prepared hy Dr. Boatright. That 

forms a place in which this oil has been accumulated. 
There is a certain amount of oil that is present in 
any particular oil field, and every barrel you take 
out of that field leaves just so many less barrels 

of oll to be recovered. 

Q, In the earlier handling of oil fields in the United 
States, the common practice was when an oil field was 
diseovered to drill as many holes as you could and 
to produce as much as you could in order to get ahead 
of the other fellow, but when pro-ration came into 
effect the life of a field of course, was considerably 

) ) prolonged. ‘e have a field down near Houston whi ch, 
under the etait pro~ration methods, has an estine ted 
life of 84 eee: Any of us sitting here know that 

4% Will not Last for 84 years. There will be sufficient 
aedana “Pér the reserves of the field that it will be 
used up uch earlier. I am going into these things 
in order to get into the mide of you gentlemen what 
this decline curve means. Just as I have stated when 
you bring in a field, when you drill and get a certain 
number He heraie you let your well run wide open and get 
which is celled flush production. We might leave that 
open for a day or a month. That production for each 


succeeding month drops at a certain rate. Then there 
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is one other oonseption about an oil field, There are 
two things whish an engineer or a geologist belicyes 
and knows, that brings oil to the surface and that 
is that in most of these fields there is ea water 
pressure at the lower end of this oil reservoir. That 
is as the oil is withdrawn it replaces the oil. That 
water itself is under pressure because it goes olear 
to the surface and there is a hydrestetic head en it 
as we call it. So that the pressure on the bottom end 
or Ghis reservoir, as the oil is withdrawn that water 
jumps and it is in the oase of most oil fields moving 
so thet into that reservoir, the space occupied by 
each barrel of oii is taken up by this water. That 
is what we mean when we refer to what is called a 
‘water-drive ina field. I believe the resord of the 
Tumer Valley indicates that there is a very slight 
or no effective water-drive in the Turner Valley field, 
That is, the reservoir itself is not dndes pressure 
of a water column. So that leaves e foroe to expel 
the oil from the resepyeir,gas. Generelly these tvo 
forces, acting against each other, the gas from the 
top and the water from the bottem, force the oil up 
from the hole. You have only a limited amount of gas 
in the structures and for every cubie foot of gas that 
“ae removed from one of these reseryoirs, it diminishes 
that pressure, active pressure. As the oil is 
extracted, the water pressure moves in to build up 
thet pressure. But if you do not have any water 
pressure, as.seems to be the case in Turner Valley, 
gas the only force to expel the oil is this gas, as 


every foot of gas is removed and the pressure, at 


, 


78 
aay 


Ray eaeyee 


a 
te 


shed 


= 


cet 
es 
i 
“ 
a 


, * 
Pes 
Nee . 
ae Peas ea 
: hon 
= . 
‘ ‘ Pes 
ee 
5 
- oe erat 
+: 
ms reeks S: 
ae 


be | . 
oe oy ‘ 
Ns Ae 

fy at & 

pa ba) fe a 


we D 
ae a5 be la | 

id roe So 

4 -~ aes 

+ ou <> 

baad - he 
ay 32 v 
oe S : Ns 

* aM ze 

oS “ 
oa ot 


ce #7 ox 
ras) } 
res we es ve 


ee is 

oe +: 
ene ~~ 
7 


wy ae 


a 


” 


e) 


. 
‘ 
p 
oss 
7 


on” ee 
ud wee 
3 : 
ae - 
a E 


. * 
es oh 
<4 . 

4 
a 


Lm 


” 
1? Nei 
bah * 
wy = 
<< we 
San P 
+ Pe 
‘ 
‘ 
. 
- 
€ - 
- % 
v4 a) 
A whe s 
poe ga 
= vee ~ F 
hd 
okesl Mas . ‘ 
{ 2 
‘ BS 
Ki a7 
-* iJ at . 
<— ry y 
“ ro reg 
‘4 “ 
) 
hes 
7-4 
fan 
a8 4 
oh | 
a | 
oe, 
os. d had 
1 ; 4 
“4 A 7 
a i ~ 
” heed *" 
ath. , a} 
ae oe 
was ha F alr} 
oe ‘ we 
ted ete 
. 
, 
, A nn 
oo a te 
: “ 
ie ~~ ‘ 
- 
a 


Tol 


‘ “1124- 


Mx, Deussen. 


least the expelling force to expel the oil is weduced 
and for that reason there is generally less and less 
pressure on this oil in this reservoir, and for that 
reason it Gomes ont léss:and less each day with the 
removal of each foot of gas, so that the production 

of that well is bound to recline, This prineiple 

was made use of in these decline curves, and what 

they are is just an actual plotting of the behaviour 
of thé welds fox a set period of time as you have 

a record of what you are gapablé of plotting, these 
Curves where you do not have interferencs of pro+ 
ration, and you get an accurate record of the drep in 
the production of that well which permits you to fore- 
cast what the future production of that well is going 
to be. Iam going to put in evidenee here in just a 
moment an illustration from a diagram, ons of those 
decline curves, such as was used by Mr. Gill and sueh 
as we have utilized in arriving at this estimate of 
these oil reserves. Nov it is unfortunate about these 
oil fields in this engineering profession and geological 
profession that different people can put different 
interpretetions on the same set of facts, so that there 
is a 200d deal of latitude when you do not have exact 
and accurate date as is usual, where you have the 
influences of acidization of these wells, as has 
occurred and the injection of pro-ration. In trying 

to Gonstruct a decline curve of that Turner Valley 
field, to know exactly how that ourve ought to be 
extended, there is a latitude for diseretion and 
interpretation by aifferent persons in that regard. 


I think Mr. Link in his testimony, as the record shows, 
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Mr. Deussen. =a 


has introduced here a number oF decline curves and 

has drawn from them certain conclusions, and the 
Gonelusions I believe finally eame out in the uss 

of this method indicate in his judgment a recovery 

that may be expected from this present producing area ,14 
end that is the only thing we pars TTR A ATI ra Re 
this oil field, as Benak bilan like 7,000 barrels per 
acre. Mr. Gill yesterday, using some of the same 
wells, maybe Rot all the same wells, drew his conception 
of what the decline of that well wes, and came out with 
@ figure of something like 20,000 barrels per aore for 
this producing area. Mr. Link's figures indicated an 
exhaustion of that oil to an extent of something like 
664. Mr. Gill on the basis of using the same method 

in his interpretationof the decline on some of those 
wells comes out with an exhaustion of 8. So it looks 
Like there was something wrong With this particular 
method. I just mention these facts to show you that 
all matters of estimates of these oil fields must be 
based on a long background of experience and history 

in which you know what these oil fields do under these 
certain conditions, and similsr conditions, and that 
these judgments ought to be tempered with that back- 
ground of experience. It is for the purpose of 
clarifying this record I want to introduce into 
evidence that asoiane curve of Be. & B. well, which 

Mr. Gill used yesterday, and I would like to read 

from the record if I may, what Mr. Gill stated about 
that well. © "Document in question is now ieniwa 


Exhibit "48". A. The next is a semi-logarithmic 
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Mr. Deussen. 7~1126- 

rate cumulative plotting of the decline of B. & B. 
Royalties No. il well. This carries a straight line 
extrapolation marked "A" on the curve, which is more 
or less a pessimistie evaluation of the possibilitias 
of the well, and leads to an estimated ultimate 
recovery of 825,000 barrels of oil from the well? I 
do not know that it is plain to you gentlemen what 
all these words mean in this statement, and I will 
try to Simplify it as much as I can. Mr. Gill used 
what he célied sémi-logarithmic paper and +e have 
used the same da ta: and the same statements and 
plotted it on straight co-ordinated paper, and in 

each of these the notation of the divisions are the 

| same. It happens tmat this particular well id Likewise 
a well ae whieh Mr. Link presented evidence as to its 
ani AS and if I may show to you, Mr. Chairman anda 
Mr. Commissioner, what these fitzureg are, if you will 
be interested. Thie ¢5 the curve thet Mr. Link 
introduced in evidence in regard to this particular 
well, and this goes Hines nee is the barrels of oil 
meaecad on this side, and this is the years in whish 
Selo was produced. The total barrels of o11 
produced. He starts ere here with this particular 
month, February 1937, thet well produced 30,000 barrels 
of oil. The next month the production record Shows 
it produced seine 23,000 barrels. The next month it 
produced 20,000 barrels, and then each month it produoed 
less. Now at this particular month which appears to 
be, according to this curve, something like July or 
August ne 1937, according to the information I have 


on this well, this well was acidized and that recovery 
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Mr, Caeser. goal 


of preduction of the particular well jumped frem some 
17,000 barrels to some 23,000 barrels. The next month 
1% was down again to around 17,0U0 barrels, and it has 
drepped to this point and each one of these points 
represents that produation for that particular moith. 
What does a decline curve mean? It means trying to 
draw through thase partioular points a line of the 
production of that well and the actual drop during 

the period of which you have a record of this partioular 
production. Mr. Gill uses the sami-~logarithmis peper. 
“Te customarily use it because there is some latitude 
for discretion in the way in which you run out this 
curve. 4s a well gets older its production constantly 
gets less, but the rate at which it declines likewise 
becomes scorrespondingly less. So that in attemtping 
to draw the averages line through the actual reecord ef 
production that eonsists in averaging how that well 
dealhnes and then you project it. from this period on, 
2936, it is Se aauints the future and on into 1940, 
and in order to calculate each month the amount of ail 
that well might be expected to produce, you see there 
these projections. You take each month and on the 
basis of this there might be a production for scaeh 
such month, and then by adding up the total of each 
month*s production you get the total remaining oil 

that the well might be expscted to produce on the 

basis of the curve. Do I wake that plain, Mr. 

Cha irman‘’ | 

THe nee res. Hiss this been made 

an exhibit? 


I think thet is an exhibit, except this is a copy 
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and the red line I do not think was on My. Udnkts 
Original exhibits, 


PLAN OF DECLING IN QUESTION Is 
NOW MARIGD JXHIBIT "74", 


A Now if you want to introduces thie likewise into the 
evidenee, liz. Chairman? 
Yee,-1f it is pertinent. “hat is thie? 

A This is the same, an attempt to express the same faet. 
The interpretation put on it by Mr. Link and-the same 
‘assembly of faets are put on by Hr. Gill. | 


DOCUinsNT IN GUS. TION IS Nov 
MARIQD ssHIBIT "75", 


DR,- BOATRIGHT: Mic-ht I interject a questian 
here? This material which you say is Gill’s projsciian, 
how did you obtain that? 

A We used the reoord of this well that we have, and took 
his stetement as contained in thie reoord, and he makes 
a total of 825,000 barrels of oil as the total to come 
from this well, and projeated that out on the chart 
and to show what points he was drawing this through. 

Q In other words, that curve you ripresent as Gill's curve, 
is your estimate of what Gill used? 

A That is our idea of what he used. 
It is not necessarily what he gave you? 

A It is not necessarily what he gave me. 
MR. FRAWLEY: Mr. Gill did not file yesterday ~ 
they were only the working papers, and I do not think 
he showed the Gommission one of his ourves. He sent 
them out last night to be copied. 
THe CH4IRMAN: This is all proper subsequent 
examination, but in the meantime the witness may go on. 


A I am just introducing this into the evidence, lir. Chairman 
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Mr. Rewssen. =1L29@ 
and Mr. Comaissioner, in onder to show that I have 
taken the same set of facts. ‘ve heve here {ust the 
aotual record of the produation of this well. One 
man draws a curve in this manner, and another man draws 
a ourve ina slightly different manner, and comes out 
with a different total as to the ultimate produatian 
of that well. 

Q Yes? 


b Mr. Link, on the basis of his ourve, the vay he trier 
to estimate the total produstion from this B. & B. 
well arrived at 350,000 barrels. Mr. Gill states on 
the basis of his curve - and of courses as I Say we ara 
using our interpretation of what he said - he someg out 
With a total ultimate production of 825,000 harrala, 
Yes? 

Sb I will approach this matter from a sligntr? differeng 
standpoint, before I gat an the matter of actually 
presenting my estimate. My understending is that-in 
September 1938 your Conservation Gommisaion inoreased 
the allowable production of the Turner Valley Oil field 
by some considerable nymber of barrels. 

Q THE CHAIRMAN: Just before you proceed with 
that, do I understand you to say that this decline 
eurve, as the basis upon which Mr. Gill worked is of 
no value? 

4 Mo, I did not say that. 

Q. Because of pro-ration and because of present day pro- 
ration? 

A I did not say that, Mr. Chairman. I say when you introduce 
factors of pro-ration, which comes in the later stage of 


this well, but not in the early stages,~ you had several 
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months of produetion and not affected by prow-ration. 

Q Yes? 

When you get some distortion of this ourve, you do not 
have all the actual feets of the rate at whieh this well 
will decline. So that intreduces some element of doubt 
inte the correetness or the exactness of these decline 
curves. You see the point here is......-. 

Q I understood you to say that with the advent of pro-ration 
in the United States that the decline ourve method of 
estimation went into the discard? 

b That is eorrect, yes sir. 

“Yell if that be correct, it would ba valueless then for 
those months in respeot of which the eurve is made after 
prow~ration was in foros. 

A Vell to the extent.+ I am just coming to that point. 

Te the extent that the produstion is actually rastrieted 
Dy pro-ration orders. If your pro-yration pemnits 
production at a rate, either at the same rate or a rate 
in excess of what these wells are capable of making, if 
they are permitted to produce more than they oan produce, 
It would hardly be pro-ration’ 

wy It would hardly be pro~ration, and it would likewise haye 
no effeet on the decline curves. I started to say, aceording 
to the information that has been placed at my disposal, 
your Conseryation Commission in veptenuber of 1938 
inereased the allowable production to some 28,000 
barrels - 28,00 barrels per day. The #llowable figure, 
ct LB cgacel was She neeS several times during the month, 


But ‘on the basis ‘of. that month’ s pratense of sae wells, 


i. there were 52 wells produei ng in ‘that month, and the 
i ‘1ah- ca 
total allowable Produetion was 770, 17 barrels. “the 
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total actual produstion was 747,477 barrels. I am 
introducing this evidence for the purpose of sh@ ing 
that at that rate of production these wells were making 
&ll the oil of which they were capable of making. There 
“ere of all of those wells only three wells that were 
capable of making their allowable. The others were 
making less than their allowable. &£ further purpose 

in introducing this reoord is to eteelents Commiss ion 

a very good basis on which to form its opinion as to 
Whet the actuath potential producticn of this field 

was in September 1938. Just to review just a little 
more history. In the days before pro-ration, we 
commonly spoke when a well was completed of its initial 
production, and that represented the number of barrels 
of oil per day that well produced the first day of its 
completion. In order to have more idea of what that 
well was oapable of producing, we did not just allow 

it to produce for the one day, but we allowed it to 

flow for thirty days, and took the average of the thirty 
days, and see what that will show. It might be 50900 or 
10,000 barrels well. It is naturally interesting to 
know always. The average through the first thirty 
days of its life was supposed to be whavever that 

figure indicated, and that is actually the very best 
method of knowing what the potential production of a 
well i8. It is the only satisfactory method.to let 
that well flow wide open for a total of thirty days 

in order to see what it is capable of actually 
‘producing. ‘“e have had to get around that difficulty 
in the States because we cannot allow these wells to 


flow wide open for thirty days. They woulld produce 
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too luch oi1 and we do not have the storage facilities 
for it. c& we attempt to find the nent best Restos 
of fiuding the potentials in these wells. ‘ie wey 
them flow for a few hours, or a day, and in addition 
to that we restrict the flow through a small opening, 
either a quarter of s; ificgh or @ half an inch choke, 


as it is called. 


(Go to Page 1133. ). 
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I think that this record of production for 1938, we have a 
very fine record of what these wells are actually capable of 
producing in that particular month, and according to this 
record I find that these 52 wells, which represent all the 
/ producing wells in this nroven area at that time, the production 
was 495 barrels per well per day, that was the permitted pro- 
duetion fixed by the Conservation Commission, and they actually 
made on the average only 479 barrels. I bélieve all of 
those wells are not capable of making this amount of production, 
the exception of three of them. 
H Now, one further thing, taking the past 
| Of an oil well and getting back again to decline curves, 
in our early experience in the use of these methods we had 
a great many curves that would show the characteristics of 
the production for any particular field, and you could take 
one of those curves and on the basis of the first thirty 
days' production, if you knew what the well would actually 
make in those thirty days, by the use of thst curve you 
could estimate the total ultimate production. Some of the 
curves were so constructed you could do it on the first year's 
production, or even on the first month's production; 
Of course, those curves at that time, as I have always tried 
to stress to the Commission, they invariably show 4 decline 
of production. 

Now, one further thought in this 
connection, on the basis of this 480 barrels a day, itis 
actually 479, and that is all the field has actually »vroduced 
and is capable of producing each day in this month, they 
a sleiae to produce at that rate and using Mr. Gill's estimate 
of the amount of oil whichis present in this proven reservoir, 


whieh he says, I believe I quote him correctly, 100,000,000 
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Barrels OF oil. As I figure it, it would require at the 
present rate of production, I mean the rate for September, 
1938, that these wells produced for eleven and two-tenth 
years at that rate im order to produce the amount of oil 
Wlich Mr. Gill says is present, or in order to get out that 
oil. Now, I am very doubtful if that is going to be the case. 
I have tried to make plain to you, Gentlemen, that there is 
sme latitude of discretion in regard to the interpretation 
that might be placed on these decline qurves which we have 
attempted to draw. ir. Link has attempted to draw, and Mr 
Gill has drawn some, and for my own information, I have had 
the engineer that came up with me prepare for my use another 
decline curve. I think ii. Link used only a certain group 

of wells. Mr. Gill used another group of wells. He discarded 
sme and took in others, so I decided that we would take all 
the wells in that area and take an average well and see what 
that looked like, and when I got on to that I found on the 
basis of that curve, - which again you have a lot of personal 
elements involved in its interpretation, on the basis of the 
Geoline which that average well showed in this producing 
area, that the producing area has produced something like 50% 
lof its ultimate Se so I have before me the task of 
putting some figures on what this RasketGe area is ‘8 going to do, 
bnd it is a Little difficult to arrive at some decision with 
respect to this conflicting evidence, I believe, but in order 
to be safe and on the conservative side in this matter, I 

have not used Mr. Link's curves, nor have I used lir. Gill's 
curve, because I pelieve Mr. Gill's curve gives too high an 
nor do I use the curve of the average well, that 


estimate, 


is 50%. Mr. Gill says 10%,Mr. Link says 60% I do not 
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Ag. 
rite 


know What the correct figure is, but I want to give you, 
Gentlemen, the benefit of my judgment in regard to what this 


Oro 2ield is going to do, and I have are decided to use 


"ee encom nena ne rmnnrtntr 


SECS 


eo. “That is, fT believe; fra Pie Hennes or my "experience 


‘ite, 
i 


and judgment, that these wells have produced bl to the 


eh hice a nA DIES 
— isan buinemesenneneanes 


2 eed aie some 20% of their aatapainne production, and that 


BOs remains to be produced. _ ‘That may not be the ecarrect 


ee 


figure ‘but it is an expression of my best judgment and belief 


in the light of such facts as I have been able to find out, 
the trip to Turner Valley field, and on the basis of my 
experience in estimating oil reserves. In order to arrive 
at this figure on the recovery to be expected from this vroven 
area 1 used the following data: 63 completed wells. We 
excluded 4 wells on the north in order not to confuse these 
figures; 635 wells which up to November d3Oth, 1938, have 
produced a total, according to the information that has been 
furnished me, of 7,474,578 barrels, and if you divide 63 
into that figure you get what the production of the average 
well has been in that area, and that figure is 116,643 
barrels, that is the average well in that area has produced 
that much oil. 

Now, taking my guess, if I may use the 
wora, just a plain guess, 20%, why, the total ultimate production 
of this avernzge well, that is the future production or the 
total production that will come out of each one of these wells 
on the average, - now, I want to get clear to your Commissien 
that one weil may oroduce a million barrels, another well 
may only produce 50,000 barrels, there Will be a great 
discrepancy in the amount of production that comes out of 
each one of these wells because there is this porosity and 


nermeability, - but those are the average figures, those are 


Yee 
Aa 


Pato or 


: 
_ 
=’? 


13 4a 


L 


= inl 


ifaw enewave Skee 
Ps 

} é a) "ea aS fiw 5 

ai? wat ts BhOeG Lé 


c 


pes: 


Deussen. -1136- 


the average figures for each well, the good with the bad, 
and on the basis of this average well the total ul timate 


production of this average well is 593,215 barrels. T an 
St 


accepting as the basis for the »ro proven actual producing area 


in this field the record which has been made of it, and I am 
using Mr. Link's figures of 3,623 acres. I do not believe 

Mr. Gill uses the same figure, but I believe he counts in 

this oroducing and proven area some wells up on the north, 
which I have excluded because my idea in using this producing 
area was to get a yard-stick by which I might be able to judge 
what this vast, undrilled area might be capable of doing, and 
Bye Unis method of procedure I come out at a fieure of 10,51é 
beatrels per acre as the ulvimate recovery of these 3,623 Dy 
acres in this »roven or producing area on the south, but that 
is only a small part of the solution of the problem which 
eonfronts one as to estimating these oil reserves of Turner 
Valley. We get, according to these figures of mine, 3,625 
acres in the proven azse, and we have S09 acres definitely 
condemned, and, as I figure it, 9,249 acres Which is possible 
as Mr. Link calls it, "probable" which -t. Gia ‘calle 77, 

but which we might consider tv be potential productive acreage, 
and my considered judgment is that there is a very considerable 


portion of that acreage which is designated as "possible." 


by one authority and "probable" by anot er, will, as the 


EERE 


years go by, prove to be productive of oil, and if this lower 
—— I ———e SSS 


ST 


end is exhausted of production, then the production which you 
will get over those eontinuing years will in all likelihood 
come, considering it from my knowledge and experience in the 


ehaviour of oil fields, will come from the extension of 


production to the north in this so-called “possible” or 


"probable" area. I think it is extremely likely, because this 
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is a limestone field, and we cannot tell in advance what the 
parosity conditions are going to be. There will be probably 
dry spots in it, as shown in this south end, there are wells 
of good productivity where the porosity is gcoa and the 
permeab* lity is good. There are wells which have wells 
adjacent to them that are small producers, and I think that 

is hikely to be the case in the entire history of this field 
because what you have here proven actually by the drill in 

the south end will likely be demonstrated to be the chanacteris- 


tic for the north end. . 


Now, what the amount of oil that is |. 
actually to come out of these 9,000 acres, 9,249 acres, 
is again a matter of judgment or experienoe. There is no 
possible means by which anyone can tell, in the absense of 
wells in that area, as to what a particular part of it is going 


to produce or as to how much it is going to produce, and the 


nearest and best pgs etan that to can make to an estimate oF 
™———_ re 
what that 9, 0CO. acres shall, or is capable of producing, 


ere ey 


is to judge by what. the en ne eee are of 


these south 3, 000 acres, which we mene use as Sue ears stick 


a a 


eee ee 


upon which to ‘page an : ee ber judgment of what the 
remaining part of the field is going to produce. There, 
likewise, is a uiscrepancy in the opinions in regard to that 
area. I think Mr. Boatright uses 5,000 acres, on the basis 
of his 5% porosity calculation. Mr. Gill said 10,000. 


IT am not going to quarrel with Mr. Gill. I am going to guess 


SK De 
— —— 


10,000 too. Now, then, teking this possible areaiehicn we 
—— . 


or which I have submitted, 9,249 acres, 10,000 barrels 


to the acre, gives ua_9e , 492 {6 000 barrels. The remaining oil 


in the present producing area, - aceord ing to my calculation, 
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using this 20% figure, 29,898,027. The total indicated 
reméining reserves in this field are, according to my best 
judgment, 122,386,027 barrels, which at the rate of your 
present production, 15,000 barrels a day, represents 22.5 
years of life for this field at the »oresent rate of production, 
and that, Mr. Chairman and ir. Commissioner, concludes my 
testimony. 

MR. NOLAN: Mr. Deussen, I was going to ask the 
witness if he wanted a break before the other questions were 
asked. If you, Mr. Chairman, are agreed? 

THE CHAIRMAN: I think, perhaps, we should have a rest 
for five minutes. 

WITNZSS 3 I would appreciate it.very much, Mr. 
Chairman. 


(An adjournment of five minutes was here taken. ) 


(Go to Page 1159/. 
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MR. NOLAN: Dr. Deussen, I wanted to 

direct your attention fora moment, if I may, to 

the amortization of the pipeline. On several oscasions 
the Commission has expressed its interest in that aspect 
of it, and I wanted to know from you whether you are 
prepared cr feel disposed to give us any assistance on 
that phase of the discussion. In other words the 
length of time during which this pipeline should be 
amortized. 

Ma. FRAVULEY: I only think the witness should 
state his experience along those lines. 

Mak. VOLAN: Well, my intention was that 

the witness should explain to the Commission what 
experience he had and then the Commission would weigh 


the evidenoe of the witness in the light of that 


experience. 

THE CUAIRMAN: Yes. 

May I answer, Mr. Ohairman? 

Yes? 

I wish to state, lir. Nolan, I have had no actual 
experience in the pipeline business, nor have I had 
occasion to engage in the valuation of pipelines, except 
in only one or two instances, and those were very small 
lines. So that I hardly feel as if I might be qualified 
to answer your question except that a considerable part 
of my present activity is in doing those things that 

Mr. Gill referred to yesterday, is making those bankers' 


PRINS A a 
Vie appraise a good many oil properties 


ne, 


on which these Banks in Houston, Texas, and some in 
Chicago make oil loans. _I can only answer your 


guestion with that in mind. 
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Dr. Deussen. -1140- 
Gi Mk. NOLAN: All. right. 


4 That if a banker should come to me and say that we 


Senennemenineinraeesenterenaemee a 
een 


are proposing to enter into the Turner Valley field 
and build a pipeline, you have studied that field 

and have some idea as to what your judgment is as to 
the oil area and what its life might be, would you 
advise us to build a@ pipeline in that field, and if so, 
in what period of time do you expect we ought to get 


our mconey back? And just presenting it from that 


a ee 


stendpoint only, I do not say as a pipeline expert 
because I have not had any experience in the pipeline 
business. But this banker would put these questions 

to me, they put similar problems to me all the time. 

I believe I would stete what study I had been able to 
make of that field, Knowing the risks and hazards 
inevitably involved in the development of any oil field, 
and my judgment would be unless they could ses a return 


of their money within a period of ten years, I would 


rem 


advise against it. 
Q ADR. BCATRIGHT: Mr. Deussen, I believe you 

mentioned something in your qualifications concerning 

geophysics and the fact geophysics had been used in 


this field. Are you familiar with that use of these 


geophysics in this field? 


A Wo, JI a: note 

Q In other words, your estimate was not based on 
geophysics? 

4 No, absolutely not. 


Q. I believe during your testimony you stated that you had 


been on a number of committees which had made estimates 
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for guite a number of years? 

A Yes. 

Ce, Three estimates in all, I believe? 

A Yes. 

Q And took occasion during that discussion to state that 
the Hastings field, I believe, in Texas, had a projected 
life ot 84 years at the present time, but that you did 
not anticipate that that Lifé@ would be reached because 
of future demands? 

& Yes. 

Q In discussing reserves, what has been the history of 
those estimates that were made of the potential reserves 
in the United States during each of these periods you 
have mentioned? 

They have all been too low, successively too low. 

Q In the light of that information, you cannot be sure 
that the present estimate might not be low? 

A I cannot be sure. 


Q And if that is true, it logically follows that maybe 
84 years of life might be reached in the Hastings field. 

4 Well, Dr. Boatright, the only point I am trying to 
make with regard to Hastings - I just pulled that out 
of thin air - is a basis of the reseryeg estimated 
on the resent rate of production, and assuming that 
you continue the present rate, it would take 84 
years to exhaust that oil. That is the only point 
I am trying to make there. 

Q But I mean no field estimate should be reduoeed, I am 
just taking this particular point out on the basis 
of estimates that have besn made in the past, there 


is no reason for in any way reducing the reserve 
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Dr. Deussen. -1142- 
figures on the basis of future produotion. 
A No. 
Q And in thet event you would have no reason for, in 


Turner Valley specifically, eny logical reason for 
depreciating the life of the field, because of the 
future, is that correct? 

A No, I do not think so. I think you are absolutely 
correct. 
THE CHAIRMAN: What I understood the witness! 
Suggestion was, not that there would be an over-estimation 
of oil for 84 years, but thet probably the demand would 
DO SUGH. «os. 

A Yes sir. 

Q eoeoeeethat the production flow would be greater to 
meet the demand. 

A There would be a greater draft on the field because of 
@ greater demand. 

q Tis t is to say those persons who are interested in 
getting their money out of the oil in the reservoir, 
would get it more quickly’ 


4 That is correct, absolutely. 


Q DR. BOATRIGHT: And then carrying on that same 
thought further, as far as the present history of 
estimates in the United Stetes are concerned, there has 
been no reason from that standpoint alone of deprec- 
jating the field's life has there? 


A No sir, not at all. 


Q I just wished to clear up that point. “-hen were you 
employed to appear here, Mir. Deussen’ 


4b I thiak about some time around the 2’th or the 28th of 
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Q And at what time did you receive the records of the 
Turner Valley field upon which you made a study in 
arriving at the estimate of the life of the Turner 
Valiey field? 

4 I received them in Chicago some time about Thursday 


of last week. I do not remember whether it was Thursday. 


Q Did your studies begin at that time? 


Yes sir. 
Q Then in all you have had approximately five days, is 
that correct? 
4 That is correct, yes sir. 
Q Including today? 
A Including today, yes. 
Gi And what did those records consist of that you 
first received in Chicago on Thursday of last week? 
4 "ell they consisted of the record of this testimony 


presented before this Commission. They consisted of 
a geological pamphhet by Mr. Link and others by 
Mr. Hulme of the Geological Survey of Canada, and 
several of those papers in which the geology of 
this field was described. That is my first attack 
on this problem was to familiarize myself with the 
esological conditions, and what the structural 
conditions might be. I also at that time had 
Submitted to me the records of production, of these 
walls, the bottom hole pressure and the gas-oil 
ratios, and what other pertinent data was needed 

at that time. That material was brought down to 

me from the Toronto office of the Imperial Oil 

“‘e had an opportunity to study that record 


Compa ny. 
of the transcript and this record of the data that was 
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placed in our hands upon arrival in Ghicago, and on 
our trip up here. 

Dia the data which you received at that time itnelude 
all the data which you usoa? 

No. 

In your estimate? 

No. 

How much additional information did you reeeive after 
arriving here on Staurday morning, i believe it was? 
'@ll I have received all the information that 2 
utilized, or I had occasion to utilize sinee the time 
of our arrival, and that is that we hag the opportunity 
to examine this structural map in detail and find out 
what acres were described as the producing area, and 
what was dry, and what was possible and probable. 

“Ve had this record in Chicago, and -as to what the 

gas production had been. ‘Je likewise had placed at 
our disposal these cuttings and samples from these 
wells that I had first an opportunity to look at upon 
arrival here. Likewise, the detailed production 

data ané the other exhibits that were introduced 

into the record here during this Hearing. 

th other words, since Saturday, you have received the 
majority of the well records upon which your estimate 
has been based? 

Yas sir. 

And putting it in another way, then you have had since 
Saturday morning to prepare your estimate of the Turner 
Valley field? 


That i. correct. 
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Dr. Deussen. -1145~ 

G. As I understend it you had had no experience in this 
area prior to this tine? 

A That is correct. 

Q ere these decline curves entirely prepared by you? 

b Vhieh ones are you talking about? 

G, Those that have been introduced here? 


A No. I used Mr. Link's curve there, and the other one.... 
THE CHAIRMANs That is dxhibit "74". 

4h That is merely a copy of Mr. Link's curves that was 
introduced into the record. The other one...... 
THe CHAIRMAN: Exhibit 7S". 

A That was prepared by the engineers in the Royalite 


office in conjunction with Mr. Moore. 


Q In other words, Mr. Moore prepared that exhibit? 
4 He assisted in its preparation. 
Q I also understand that, or I assume, if I am wrong 


correct me, that lir. Moore assisted you in the  pre- 
paration of all of the decline curves for these 
various wells upon which you base your estimate? 

A He did not drew decline curves on all of the wells. 
“e tried to get an average well. 

QQ Did he assist you in that work? 


4 Yes. 

Q. Then your opinion in part is based upon the work done 
by Mr. Moore in assisting you in the preparation of 
this case, is thet correct? 

4 My Barteadey y De Boatright, of the recovery, of this 
yardstick area, is not based on any decline curve. It 


is not based on Dr. Link's decline curve or lr. Gill's 
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. 
Sd ms a ° 


decline curve. Nor is it based on the decline curve 
that was prepared by these engineers in collaboration 
with biz. Moore. It was based on my judgment, based on 
experience Hens as to what I would think would be a 
reasonable astimate of the recovery during tnese two 
periods of the life of this field in view of the 
knowledge I had of how these fields behave when they 
have an opportunity of producing all they are capable 
of. 

Q You did in arriving at that judgment use all of the 


available information on the Turner Valley field, 


didn't yout 

A Yes sir. 

Q. And that included that which had been done by sir. Moore? 

A Yes sir. 

Q Ard in other words then, a portion of your decision 
depends upon the work which had been done by Mz. Movure?s 

4 Poeowno tb thank S0,., BOs . 

C If you used ell the information available and Mr. Moore 
assisted yout 

A I told an I was using no decline curve on this. 

I was basing my opinion . as to the recovery per 
acre in this producing area on what I would normally 
expect its production to decline and from my eperience 
I know how these limestone reservoirs that you have have 
yielded up oil in different portions of the country. 

Q In arriving at your decision as to the reserves in the 


Turner Valley field, did you or did you not use the 


information, the engineering information developed 


during your study? 


A Vell I do not know that I quite grasp the significance 
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Dr. Deugsen. ~11476 
of that cuestion. Of course we used the engineering 
information. 

Q & portion of that engineering information was developed 
by Mr. Moore wasn't it? 

A & portion of it was, yes. 

Q Therefore, your judgment in part is based upon the 
work Mr. Moore did? 

4 I do not think so, because I had Nr. Moore making 
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ef 9000 acres and all ‘the engineering you may 


_Lbot estimating of this oil field, and wmt it fs 


ie 
Ma 
Ks 
i 


the gas cap calculations, the amount of gas that 
was in that gas cap, and how much gas remained and 
how much gas might be in solution in this oil. 

I had him making those calculations for me. [I 
discarded all of them as not the proper method on 


which I would base my judgment. I want to make [| 
Spey ea EE 


—— 


this statement, Dr. Boatright, that the matter 


OE STATA ND BOAO 


going to do is largely a matter of geoloical 


instinct. You have a vast arsa here consisting 


apply to this field, and all the mathematics you may 
apply to this field, cannot at this date tell you 
what portion of those 9000 acres is underlain by 
oil, nor how much oil there is there. The only 
approximations you can make of this thing is to 
judse as to what the probable recovery will be of 
this producing area, or of a similar producing area 
elsewhere, and then apply it as the yardstick to 
this untested area. 

That instinct, I assume, was the thing that made 

it possible for you to make an estimate in five days* 


Yese 
(At this stage the Hearing was adjourned until 2 P.ii.) 
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2:00 Pe lie Session 


MRe FRAWLUY: Yeu expested me, hire Chairman, +> speak 
to the matter which you mentioned this morning. Well I 
sommunicated with the only sounged who was nut here and whe 
has been with us last LR NG thet was lure Ae Le Smith, and 
Mr. Smith has come here now to make a statement to you. 
MRe SMITH: ‘ire Ghairman, I am withdrawing. I rep- 
resent the Alberta Producers Assoeiation. From now on I am 
withdrawing from the Hearing. The reason is comparatively 
Bimple. The matters are so diverse that it is impossible 
to follow them. 

_ MR. FRAWLEY: Then speaking to the matter which yeu 
mentioned this morning, Mr. Harvey was here this morning 
but iS not here now. He had to attend another meeting an 
said he would not be heree He ate nee say wet his view 
was. Mr. Nolan is here and ir. Fenerty and Mr. Mahaffy. 
Meets for mypelf I think that your sug gestion is a very 
good one. I regard the pipeline rate to be quite a separate 
matter from the rest of the inquiry and that it in that way 
woulda very readily be divided off and a judgment given Ln 
reapect of that without in any way interfering with or em 
barrassing any of the further subjects of inquiry whick we 
have to pursue after we have finished with the pipeline rate. 
‘dR NOLAN: For my part, Mr. Commissioner, it ia very 
difficult at this moment to know whether the pipeline rate 
ig Bemethine that is in no way connected with the rest of 
this ecisy Ss you know, questions will arise and evi-+ 
denoe will one bo adduced on such points as to the 
probability of the present market requirements continuing, 
en such matters as pertain to those things which are involved 


in perhaps what we might call, the economics of the situation, 
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and for my part I think the pipeline is so interwoven 

with the rest of thig inquiry that it is going to be 

very difficult, if not impossible, to divide it up into 
compartments and to make findings as we go along, even 
elthough the evidence as we can see it now is all in on 

a particular point. I am not at all sure that evidence 
will not be adduced both by Counsel for the Commisginn aad 
by other Counsel, later on, which might have a very direct 
bearing upon the pipeline and the rate that is charged for 
transportation. It is difficult at the moment te pewene. 
what those may be and on the other hand I do not eporoodate 
perhaps, the importance of bringing in an interim neport 

or a finding in respect of one phase of the matter when it 
is all one big problem. -vhat we have to do is to take the 
oil from the well, transport it, manufacture it and market 
it and when the whole field is being gone into, as the 
ageida for this Commission shows it is the intention so to 
do, for my part I do not think it is wise from the point 

of the Commission under their intention to explore all | 
these different phases of this big subject, to draw a line 
at any particuler moment and say "now we have finished with 
that", because it may so easily happen that we have not 
finished with it and other things may come fairly on in 
respect of other parts of this inquiry which may have a 
very direct bearing upon the rate to be charged. I was 

not quite olear from the remarks made by the Chairmem this 
morning whether or not it was only the intention to fix 

a figure on ie Life of the field or to go further and 

fix. the transportation pipeline rate at this stage but 
whichever it is I think it ia something which might-se left 
until there is more evidence and other evidence on the otjmer 


phases of a problem which of its wery oharacter necarsi tugs 
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interloaking of one part with the other. 

Gri: COLTRICAR: You see, the fixing of a pipeline rate 
whieh has been committed to nur care is something which 
ordinarily would be dealt with by the Utilities Board. 

It just so happens that it is not here. why I know not, 
but we are charged with it and so far as I can see Bo 

this moment all of the matters to which you allude as 
having a bearing upon the pipeline ratv should be gone 

into before there is «wry pipeline rate decision of course. 
MR. NOLAN: It is so difficult for us to anticipate 
in an inquiry of this kind how far we have to go. When I 
began I had no conception of what this amounted to, this 
phase of the inqiry. Here we are at the 12 or léth day 

of the sittings, people have come from very far afielé to 
be of what assistance they can, it has become most involved 
and most difficult. Now there is no reason to suppose that 
the other phases of this inquiry will not prevent similar 
aifficulty, perhaps they will not be as many, but there will 
be difficulties from time to time and my idea was, when the 
pipeline rate was removed from the jurisdiction for the 
moment at least of the Public Utility Board, that it was 
for the purpose of determining what part the pipeline rate 
playe@ in the ultimate cost to the comsumpr of a gallon of 
gasoline, and that what we would have to do would be to go 
into all those stages, the proadertoat transportation, 
manufacturing and marketing, and then in the end when all 
the evidence was in und the whdohe pioture was befers the 
Commission, it could then make up its mind, after seeing 
all the evida@moe and the whole picture, what the answer was 
to the various points which are placed before the Commission 
by the Government for its consideration but to say now "we . 


have finished with it and find on this particular point” ,in 
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my submission leaves the Commission in a position which 
might become very diffieult beeause I can foresee re 
perhaps other questions may arise, unknown to us now, 
which might in some way at least cause the Commission to 
wonder whether or not it had been wise to go ahead and 
divide this thing up into its component parts. I am not 
able to say now what they are nor is anybody else but 
when we get going in these matters, we seem to go pretty 
far afield and one thing leads to another and I am af the 
view that we might so easily find ourselves in the pos 
ition of regretting that we have drawn a deadline and in 
that way not have the whole picture before us, before we 
came tO a GOnadderation of any phase of the matter under 
inquiry. 
WRe FENERTY: I quite appreciate, Mr. Chairman, that 
the Commission feels that there must be some finality to 
some parts of the inquiry but so far as we are concerned 
we have no representations to make. We are quite satisfied 
with any peeuend this Commission may adopt in canneotion 
with these matters, either to deal with them singly or 
collectively. 
THE CHslRu AN; There is no thought of dividing, or raf 
deciding anything else, simply that this is a matter which, 
providing Counsel are able to lead all the evidenpe which 
they have that bears upon the pipeline rate, it seemed to us 
that might be conveniently disposed of. There is some 
thought that it might be of advantage to Counsel to know 
what the pipeline rate was, when entering upon a ¢ nsider- 
abion of the refinery cost, for example, to know what it 
| was, so far as we are concerned. Did that occur to you, 


Mr. Nolan, as being of any advantage or interest? 


MR. NOLAN: No, 46 had not occurred to m but then 
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my position is by not knowing at this particulary time 
Just what is involved in the inquiry in respect of the 
other branches. We have been engaged continuously, all 
the time, on this partioular phrase and it is very dif- 
ficult to cast your mind forward +? see viat the rami- 
fications are of the other matters which will gome UDe 

f think the Commissioners will agree with me that this, 
the pipeline, in how many years it should be amortized 
has produced much more, what shall I say, much more 
evidence than was ever anticipated when we began and that 
is my anxiety about the rest of it, and you might find \ 
that the different phases are in some way at least Pee 
woven and interlocked. 

THE CHAIRMAN: Mr. Mahaffy. 

MRe MAHAFFY: Mr. Chairman, so far as the neat 
queStion of pipeline rates is concerned we really are not 
particularly interested in that phase of the inquiry. 
Consequently I am not able to give you, sir, the benefit 
of any remarks from me because as IL say we are not par- 
ticularly interested in that phase of it and it matters 
not to us whether it is divided, as suggested, or whether 
the decision on that point be withheld until the end of 


the whole case. 


THE CHAT RiiA N: Anyone else any submission to make 


upon this question. 
MRe FRAWLEY: I would just like to say this, Mr. 


Chairman. I do not want to be taken as either pressing 


for the decision to be withheld or that it should be 


brought on at once. We have spent a good deal of time 


the Commissioners and Mr. Cottle and I, in Edmonton, 
determining the program and we-have on page 4, under the 


heading (B) "The rate charged for the gathering, handling 
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and transporting orude petroleum by pipeline", now 

we have adduced and wt udduee all the evidence 

Which caa reasonably be lvad with regard to this mat~ 

ter and I would say to my friend.that he will hot fina 

any reference to pipeline rates in the balance of the 
inquiry at any place. I would think that the Commissioners 
themselves would desire to dispose of the matter if ag 

they have, as you say, heard all the evidence which may 
reasonably be anticipated because if you do defer it, you 
will have to go back over this rather detailed and com 
plicated evidence sometime a month or six weeks hence, 

and them do just precisely what I think you are in a pos= 
tion to do now, or will be as soon as we finish with the 
life of the field and the accounting. It is just a stage 

to be reached, you must find what the fair and equitable 
rate to date, or as of the lat of January, 1939. should be, 
to carry a barrel of oil from TurnerValley to Calgary and 
you will have to do that either now or two months hence. 

If my friend can suggest any place, or if the many engineers 
and accountants and executive officers that he has at his 
disposal, can suggest any place where this might arise again, 
then of course I would say to leave it open, but EZ cannot 
gee myself how it can, and the pépple I have consulted with 
tell me it does not in any sense bear on anything else. It 
‘is just thetrate that the Public Utility Commissioner, as 
you say, may have handed to us. It might have been done 
that way» It was not done thet way but you will have to do 
exactly that. I think it is mite separate and would be of 
great advantage to the Commission perhaps, and it would be 


my respectful submission that it would of great advantage 


to get it out of the way. 
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THE CHATRiiA N: Welt we will fedenve oud aeeieeten 
as to what we will do in the matter. Suffice to say 
however, that we are now engaged in the pipeline in- 
quiry and we give Warning to everyone that any evidenas 
that they have, which they think has any bearing upon 
this pipeline ing iry Should be introduced now. All 
right, we will proceed with the witness 


DR. ALAXANDER DEUSSEN, having been 


recalled, examined by Dr. Boatright said:- 

Q lin Deussen, in my questions soneerning lirs 7. V. Moore 
this morning , ~£ may have left a wrong impression and if so 
I want to correct it, you now irs Te ve Moons of cour se? 

A Yes. 

‘e And may I ask wmt his position is? 

A Well he is in charge of production and research of the 
Humble O11 and Refining Company of Texaa. | 
And Mr. Moore enjoys a very fine reputation I believe? 
I think so, yes. 

Q. There was no attempt on my part this morning to dettact 
from his reputation? 

4 L appreciate t hat e 

Q I had an entirely different idea in my PRP cr Coming 
to your statement concerning the number of fields whi oh 
reach am appreciable portion of their ultimate aOR eeion 
within the first year or two, is it not correct the 
majority of those fields upon which that statementwas 
based are sand fields which were rapidly developed, and 
in general under a water-drive? 

a We 12 I do not quite agree with that , Dr Boatright. My 
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of Texas which started the development in Jest Texas, 
that is the Ranger and Eastern fields, going baok to 
about 1918 that in many areas similar conditions on 
those fields so far as the geology and recovery might 
be concerned. 

Those fields were lime fielas, were they? 

Yese- 

And were they or were they not under water-drive? 

Well I think they are under water-drive, yes. 

And this field is not under water-drive? 

That is wrrect. 

And in that respect at least they will be dissimilar? 
That is correct. 

An@ in your study of the decline ourve of this field, 
did you find any indication that 65% of the recovery 
would have been obtained in the first two years in any 
of tie wells in the Turner Valley field? 

Well as E staved in my evidence I had disregarded the 
evidence of the decline curve used by Mr, Dr. Link, in 
arriving at my judgement as to what the ultimate recovery 
would be in this producing area. 

However you did consider that, didn’t you? 


I did consider it.. 
And you did study these curves, didn't you? 


‘Yes. 


Ana in any of those curves did you find any place where 65% 
production haa been reached within two years? 

Well I do not secant that I made a calculation from those 
directly but my recollection now extends to what was con- 
tained in the record, that Dr. Link's estimate was predicated 


on the recovery of some 66% during the first two years of 
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the life of this field. 

Q And you knew of course that Dr. Link's own stubement 
made during this Hearing that that was merely & first 
approximation, did you not? 

A I think that is correct. 

Q And therefore the figure of 65% may or may not be corm 
rect so far as you know? 

A I think that is entirely correct, Dr. Boatright, it may 
or may not be correct. That I disregarded it as evidence 
is an indication that I am doubtful of it. However I do 
Wish to draw to your attention again that in most of the 
fields which were produced under the old production con 
ditions that the vast majority of them in their oil life, 
it may not have been two years, it might have been three, 
depending upon the rapidity with which they were drilled 
out, attained somewhere from forty to sixty a@ seventy 
percent of their ultimate recovery in that period of time. 
Now I c& gite you records of dozens of fields that have 

done that. 

Q But that statement I believe, and if I am incorrect you 
Cam say so, is a generalization and your study of the 
Turner Valley field has indicated at least so far as you 
have gone, that that statement may not be true with res~ 
pect to this field? 

A That is entirely correct. It might not be true. 

@ During your discussion of the field I believe you mentioned 
sanething about the gas foree pressing in one direction and 
the water force pressing in another direction, ina field 
under a watercdrive, is that correct? 


t think it is in general correct, yes. 


Anda ss I understand it under those conditions the water exerts 


a force in one direstion and the gas exerts a force in 


the other direction? 


he 4th 


x 
Sou A 


Yes. 

The production of course resulting from the result ef 
those two pressure forces acting against each other? 
Yes. 

Z would like to ask you with respect to the Turner 
Valley field, if we have a forae pressing in one dim 
ection back on the down stream side, by an immovable 
body of water, then that gas on the top will react in 
the same way, except the movement is coming fram one 
direction instead of two, is that not correct? 

A That is correct, absolutely. | 

2 And that being true then it is rather important +o con= 
serve the gas reserves in the cap, is that not correst?. 

I will agree with that. 

Q And any wasteful use of gas in the,gas-cap in the Tur ner 
Valley field will of necessity effect the recowery of oil 
from that field? 

A Yes, I have the impression and TI think I indicated that in 
the question which I asked mr. Gill yesterday that whe the 
gas is exhausted in this field that it will mean the end af 
production. Now I think you may mve a different view in 
regard to this gravity effect, I do not know what that will 
amount toe One of my approaches to the problem of deter- 
mining, trying to determine what the ultimate recovery of 
this field was, with maps such as these, was to caleulatejuat 
when the gas would terminate, but I lanaed myself, I landed 
Mey cirriuuittos, or Knowing how much gas is going to 
Come out of that oil, so I backed off from that method 
Of Ang uric You oe to know the amount of oil first 


before you can know the angount of gags in it. 
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I believe in discussing decline curves you pointed out that 
they were subject to individual interpretation to a great 


extent? 


I think that is correct, yes. That is, when you have inadequat 


peta Pe OVE T TE 


data or you have these factors, acidization or the influence 

of pro-ration. There is some latitude there as to how you 

want to preject that curve. | hae 

Did fon or did you not in arriving at your estimate of the 
reserves use decline curves of the wells in the field? 

No, I disregarded them altogether. 

Realizing, of course, that curves could - depending upon 

Ee rsonal interpretation - run from a minimum of two years 

that Mr. Link obtained up to a maximum in excess of fifty years, 


depending upon the particular interpretatiom that was placed 


- thereon? 


eS. 
mid tor that reason you did not use decline euryes7 


Yes. 


and aia you in the course of your study make a close analysis 
Sey tne decline curves? 

No. 

I believe you mentioned the Be & B. well and introduced into 
evidence the production curve of that particular well? 


Yes. 


4nd I believe also that well was acidized, wasn't it? 
Yes. 
In your extrapolation of that curve, did you or did you not 


inelude in your extrapolation the period after which that 


well was acidized? 


Je eliminated the period of the acid. As I interpreted Lir. 


Gill's interpretation of this production record, he projected 
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through the high point of the acid treatment. we took the 
lower point, disregarding the acid injection on the theory 
that that provides an artificial stimulant and didi not 
represent the actual decline in production, 

However, after the acid treatment did you inelude that portion 
of the curve in your extrapolation? 

I do not think we did, Dr. Boetright. 

Did you do that extrapolation in constructing ethene? 

No. 

Who did that? 

{ think Mr. iloore, and some of the engineers of tthe Royalite. 
Then, of your own knowledge, you do not exactly know what 

was taken into consideration? 

Yes, that is correct. I merely introduced the evidence of 
these curves to show that two men working with the same data 
might arrive at different com lusions as to what the ultimate 
production of that same well would be on the basis of the 
information that they had. 
And you in your estimation of the reserves aid not in any way 
emSider the data on this? 

No, Sir. ‘i 

I believe that yo made the statement that only three wells 
during November were able to make their allowables? 

That is correct, according to the information that has been 
furnished me. 

and what was that information? 


It was the production record furnished to me by the Royalite 


Oil Gompany. 
And of your own knowledge then you do not know that that is 
right? 


No, I do not know. 


You have no way of knowing what the conditions surrounding any 
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of the wells were? 

A I have no way of knowing what these productions were except 
the reeord placed in my hands. : 

That Was just the data produced by the Royalite on the pro- 
duction of those wells during those months? 

A Yes. | 
‘Without any detailed knowledge of what actually oeeurred? 

A I just took the allowable figure and I took the production 
figure at the -end of the month.and on the basis of that 
evidence I discovered that the wells were not making their 
allowables, with the excention of three wells, three or four. 

q@ DO you have any idea what the Royalite practice is in the field? 


A In what regard, Dr. Boatright? 


Ww Concerning efficient operation of wells? 
A oor, | do nov. 
a You do not know then whether or not those wells might have been 


producing below their actual potential in order to more 
efficiently produce regardless of what the allowable was? 

a According to this record that was furnished me there was a 
statement on it that there were some Royalite wells that could 
have made in excess of the allowable, I think some six or 
seven wells. 

6 . And that would, of course, have increased your figure? 

A Yes, it would. 

You have no way of knowing how many other wells that were nob 

Peeice wets might have been in the same position? r | 

A That is correct, yes. However, I might state in that connection, 

Dr. Boatright, ecoondiue to the information I have, an# on 

this record, that I am under the impression that this allowable 

Was cut back in the field because of the serious drop of bottom- 


hole pressures, after this high allowable was instituted. 
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These serious drops in bottom-hole pressure would not 
necessarily have meant that the wells could not produce thei» 
allomab] e? 

That would not necessarily follow, but it evidently showed 
that the field was producing ‘at a rate that was pulling down 
that bottom-hole pressure at a pretty good rate. 

In making your estimate of the recoverable reserves, I was not 
exactly clear where you got the figure of 20%? 

I just pulled it)out of thin air. 

B11, What was that based upon? 

ily Knowledge of the troduction behaviour of fields in general 
that are produced under open flow conditions en their early 
life. 


rocerne canbe 


And approximately how many of those fields would you say were 


back of that figure? 

Well, I do not know how many fields. Probably the vast 
majority of the fields that were producéd in the Unisted States 
prior to the instigation of pro-ration. 

And of those fields that were produced in the United States 
prior to the instigation of pro-ration, how many fields 
approximately did you include in this estimate were similar 

to the Turner Valley field in sub-surface conditions and in 
being lime fields with low porosity and permeability? 

Well, I do not know how many. I do not know that I know of 

a field in my own experience that has all the peculiarities 
een this: field). but, every field I would sauna is a problem 
mymonitselfr.. But onm.the other, hand, so far as production of 
oil is conmerned, the behaviour of a production curve, when 
you. drid1.it, under fairly competetive conditions anf 


permitting the wells. to sroduce abl they will produce wilt 
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show in general the same type of decline, no matter whether 

it is the Turner Valley field or any other field. 

That is, they all have the same general charaoteristios? 

They all have the same general characteristics if they are 
produced under substantailly the conditions that have prevailed 
in the Turner Valley field up to the time that pro-ration wis 
instigated. 

You have no idea of just how many of the fields, in reaching 
that figure, would be similar? 

No, I would not have any idea of the number of fields that 
might duplicate this Turner Valley field. 

How many fields in the United States do you know of that are 
Similar to the Turner Valley field? 

Wend, offhand I kino. do not know of one, but ther 8) may be some. 
os. a pine of any you cep taunte, son a nes have taken 
those into consideration in arriving at that figure of 20%? 
Tiat is correct. 

Another point I would like to straighten out is how do you 
correlate that figure of 20% with your statement of the 

whole production which occurs in most fields in the United 
States? 

I have tried to be reasonable in my estimation of these 
reserves. Again, it is not my estimate, but my _Judgment, 


i 
Nemec 


as to what the ultimate recovery may be expected to be. 


a} 
q 


I might have used 30%. I might hive used 40%, but I used 
| 20%. From my own experience I know that in general lime 
‘fields do not have the same recovery as samd fields, ana 
that on the average re you get a lime field witha 
recovery of anywhere from ten to twenty thousand acres or 


within the limits of our historical records on those fields 
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there are some exceptional instances of where lime fields 

have produced larger quantities of oil. The Yates field in 
Texas, one of the very large fields in the United States at 
the present time, is one of the exceptional instanoes of which 

a you have some production from the lime, a water drive, 
but its tests as compared with the Turner Valley is this, to 
My,mind, - I might be wrong about it - but the potential of 
the wells in the Yates field, and I think the Yates field is 
in general drilled up to this spacing, one well to forty 
acres, the potentialities of the Yates field compared to the 
wells 14 this field are very much greater than anything I 
have seen, so far as the potentials of these wells are 
eoncerned, that is, there are records, so far aS my memory 
extends, where tests made of the potentialities of the - 
we have not had any tests made of the Yates Similar to what 
you have here, with a thirty days' running, but there are 
records of wells on the basis of the potential tests that 
were mde that would probably be in excess of 100,000 barrels 
a day. 

a) And on those wells, what did you find in percentage the 
Recovery in the Yates field was in comparison with the total 
to be expected? 

A It is very low, because the Yates has been under pro-ration 
since almost the Teo uion ae the field, and production has 
peen held back steadily and the wells have never been given 
an opportunity to produce alll of the oil that they would be 
eapable of eae aig. The Yates is one field that pro-ration 
started in this country, that is in Texas at least, and 
instead of taking that rapid decline in production that you 

the decline of production at Yates is 


ordinarily get, 


entirely flat. That is, you have a very fine illustration of 
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what pro-ration does to your decline curve. 

So as far as the Yates field is concerned in arriving at the 
20% it would be more or lesg worthless? 

Absolutely. It would have no bearing on this »roblem at all. 
The only point I wanted to make in regard to bringing in the 
Yates field is this, that to my mind, and I might be mistaken 
in this regard again, that the potential of a well, or in other 
words the first thirty days' production in the history of a 
well, gives a very good index, to my mind, if you permit that 
well to flow under open flow conditicns, of what the ultimate 
recovery might be expected to be in that particular well, 

or in that particular field in general. The larger the flow 
of that well means that there is a larger quantity of oil 
stored in that reservoir and there is large pressure against 
1% and it comes out at this very lerge rate. 

How do you use that thirty days' production in arriving at 
what afield will produce? 

You cannot use it except as you have these decline curves 
made up on a given field which will show what the average 
decline is on a given well, so you get the first thirty days't 


production and the first year's »roduction. 


In arriving at your decision here do I understand you did that. 


You took the first thirty days' production and from that...... 
Pet NOT... TO?) S12. 
You did not do that here? 


No, sir. 


You just estimated the production and you judged it with 20% || 
Approximately 20%. 
An@ that is how you came at that figure of 10,000 barrels? 

That is how I came at that figure of 10,000 berrela, and in 


view of what nas been told me, and i kave observed in regard 
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to the porosity of this formation and its permeability and 
the rate at Which these wells were producing, that would be, 
in my judgment, a fair estimate of what ultimate recovery 
might be expected in that particular produe' m area. I won't 
say it is low and I won't say it is high. It is a questicn 
of my judgment in that regard and if it is anything it isa 
guess. 

a Do you knoW apnroximately how much oil and how much di stillate 
was produced from the Turner Valley field un to date? 

A Well, 1 know that the production is somewhere around 750,000 


barrels, I mean 7,500,000 barrels. Aprroximately 8,000,000 


barrels. 

Q Have yOu any idea how much of that is oil and how much is 
distillate? 

A I have looked at these figures but I cannot give them to you 
offhand. 

Q Do you know if part of that distillate at least came from the 


so-called gas-cap and did not come from the oil-cap? 

A Yes, EF know tiat 1S sa, 

@ There is no.distinet division between the two. 

A IT know that these wells are classified and have been classified 
in these production records I have looked at as naphtha wells 
and crude oil wells. The naphtha wells, as I uhderstind it, 
there is a certain amount of distillate that is produced with 
this gas in the wells that are drilled in the Cap Rock area, 
The crude -oil wells are wells of a different gravity and 
produced down a pais erude oil area. There is a border lying 
between the two where there was a high gas ratie and Which 
might originally start out as a cirude oil well and when the 


pressure declines it will go to gas and distillate. 
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You knew, of eourse, that the distillate, as such, was 
probably cotained in the reservoir in the gas phase, didn't 
you? 

Well, I suppose@ I knew. I do not know whether I did or not, 
You did not consider that? 

No, I did not consider that. 

You do not know how much of that 7,400,000 barrels which you 
assumed actually was oil production from these 63 oil wells, 

do you? 

The only information I had is the information that is furnished 
me as a record of the crude oil production of certain gravity. 
In addition to that there wag a certain amount of naphtha 
production but I ignored the naphtha production. 

Do you know as a matter of fact that there was listed 

¥,001,947 barrels of naphtha from the Turner Valley field? 

and that only 2,702,976 barrels of crude oil are listed from 
the Turner Valley field, according to the official records 

of this Province? 

I have seen those records, yes. 

Then the figure of 7,400,000 that you used was obtained where? 
From the production records that are obtained from the 

Roya lite Oil Company. 

You do not know then what that includes? 

I do ‘not know, only I am assuming that seven and a half million . 
barrels represents what they designate as crude ofl as 
distingnished from the naphtha or distillate. 

Pas taipure, oT course, would be up to the first of January, 
1957? 


Yes. 


And as far as I know there has been introduced no record 
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covering your figure in this case. In other words, I am not 


Saying that figure of 7,400,000 might not be right, but I 


was wondering where you got it inasmuch as it has not been used? 


‘TJ got it from the Pipeline Department of the Royalite Oil 
Company. 

i said until the first of January, 1937, and I mean the first 
of January, 1938. To you know what period of time that 
includes on those wells? 

It includes the production of all wells, that is the crude ofl 
production, not the distillate production, of all of the wells 
er the Turner Valley field from the discovery of the first 
dissovery well, Turner Valley Royalties No. 1, and I believe 
that it excludes - I believe I had them deliberately exclude 
the production of the wells from the north end of the field. 
So that I had a record of what the production has been in 
the producing area to the south that We are using. 

In this south area only, and that figure of 7,400,000 then 
which you used and which you are not sure about the naphtha, 
applies only to the south end of the field? 

That is correct. 

and only includes 63 wells in that south end? 


i 
K 


Yes. 


Would it include the production from Anglo-Canadian No. 1? 
‘Weil, — do not recall. I dod not recall as to whether that 
production is included or n-t. I will have to get the company 
officials to tell me that. I would be unable to answer that 
question, Dr. Boatright. <‘towever, if you wish it I will try 
to seeure the information and furnish it. 


It is pertinent to the case, that is the reason I asked, 


What was the well again? 
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Anglo-CGanadian No. 1. 

MR. NOLAN: I am informed, Mr. Chairman, that was 
included in the figure. 

DR. BOATRIGHT: In going through your caleulation you 
took the figure 7,400,000 barrels of oil and divided by 63? 
Yes. 

And that figure 63 refers to the number of wells in the oil 
area to the Be Hei end of the field? 

wes, sir. 

And arrived at a figure of 118,643 barrels? 

I do not know whether that is the exact figure. I am assuming 
you are quoting me correctly. 

feay is the figure I took from your testimony? 

Yes. 

And then you said that that figure represented 20% of the total 
recovery to be expected from the average well in that oil area? 
In my judgment, yes, sir. | 

And applying then that figure of 20% to the 118 some oda 
thousand barrels you errived at a figure of 093,215 
barrels, Which represented the average recovery to be expected 
from the average oil Well in the oil area of the Turner Valley 
field at the south end of the field? | 

That is correct, yes. 

How many acres of land are involved in that south end of the 
field and include these 63 wells which you tv0ok? 

I think some 3600 acres. I can look it up and tell you again 
what I figured on, if it is essential. 

It is the same figure that was introduced into this record 

as 3,632 acres? 

That number included all of the productive area including the 


north end of the field, didn't it? 
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A} Mo, GO not think i¢ aid Did you count the acreage or 
did you count the number of acres in the south end of the 
Pagel 

A I did not count the number of acres. I took Dr. Link's map 
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and the record and I considered that figure was correct and 
camuonly accepted. 

You knew the average well spacing in the field was 40 acres, 
that the average in the south end of the field is much less 
than 40 acres, and the average for the whole field was 46% 
acres? 

I knew the spacing in the south end of the field was approximate 
40 acres. I discovered in some of this cposs-examination of 
Mr. Davies that he actually put the average spzcing at 46 
acres to the well. 

Do you know how Mr. Davies arrived at that figure? 

fo, | do. not. 

You did not check it on your own? 

Nos Six. 

po you know thet if a figure of even 40 acres to the well 
was =ssumed that by no stretch of the imagination could you 
get 3,623 acres productive in the south end of the field? 
Forty times whatever it is the numher of wells, That would be 
63 multiplied by 40, which wouid figure out to be...... 
2,520 acres, would it not? 

I do not know, I tmve not calculated it. 


If it did figure out 2,520 that would be a reasonable figure 


Se 


in whth to divide into these 63 wells because you took the 


protuetion from those 63 wells, didn't you? } 
I do not think it has any bearing on the problem on hand 2t all. 
hy did you use the figure of 3,625 then? 

Because I used that as the number of acres which according to 


this record were proven by these particular wells. 
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You excluded all of the north wells in arriving at your 
total production? 

I excluded them because I wanted this south area where it is 
producing oil and use it as a yard-stick. It did not matter 
whether the spacing was 20 acres or 40 acres in that area, 
but judging the number of wells that were there and the 
production you get the average production per well. 

Per well? 

Yes, per well. Now, then, you estimate the future production 
of those wells, which I did on the basis of my 20% and 
multiply that by the number of acres in that ground there, 
wh: ch gives the total number of barrels under that ground. 


It does not make a particle of difference whether the spacing 


is 10 acres or 5 acres or 40 acres. It does not affect that 


© - 2 Pb 


eect of 10,000 barrels. 

Do you think that the wells in this end of the field are 
drawing clear from the north end of the field ? 
Mrdaienotesay that, noy sire 

Bo you think they are? 

iedoubth it very seriously. 


All right. In arriving at a figure such as you used it is 


absolutely essential you use the area that is being dr*ined 


by these wells, is it not? 

As a measure of trying to determine what the ultimate production 
is in that particular area I suppose you ought to la ve some 

idea of what area is being drained. That the area down in the 
south end is draining the wells in this north end I do not 

for a moment believe, except to this extent, as the ¢as-cap 

is charged with gas and as the gas is depleted in this reservoir 
it might be that to the extent the southernmost wells were 


depleting the pressure in the gas reservoir to that extent 
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there might be some draining of these wells on the north. 
Approximately how long a time do you think it would take 

for an effect on the welis up there to affect a well down 
here ? 

Beag not know. 

Do you have any idea? 

No. 

In arriving at your figure of oil production per acre for this 
area 1t iS absolutely essential you use some area, is it not? 
Yes. 

Is it your opinion it would be right to use the total area 
OF the field in arriving at that? 

I gid not use the total area of the field. 

You used a figure Which was comparable in that you used part 
of this area here and part of that area here in your 
estimating? 

I did not do that figuring. 

Do you know where that figure of 3600 acres that Dr. Link 
used came from? | 

I do not know except he has a map that has been introduced 
in this record and the record shows 3600 acres of producing 
land in that area. I have used that figure. I have not 
verfied it. 

You took a number of acres that wis vital to your figure but 
you do not know where it is in that field, is that right? 

I certainly know that these acres that is designated as the 


producing acreage is in the south. end of the field. 
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w Can you point cut on the map the 3600 Geres thit you used? 
A Yes. I do not know whether I can point it out on your map 


but I ean point it cut on the map which is in the reoord. 
a) Would you get the map which suits your purpose them? 
THE CHAIRMAN: Mr. Nolan, is that map which you have 
handed to the witness an Exhibit? 
MR. NOLAN: No, my Lord, it is a topy of the map 


Which is the Exhibit. 


THE CialRiaN : What Exhibit is it? 
WITNESS ; No, this is the map which I used. 
THE CHATRMAN: Wait a minute, until we find out what 


number that is by looking at the map. 


Q MR. NOLAN: %o you think that is it? 
A Mes, that is it, yes. 
MR. FRAWLEY: Tht is Exhibit "7", 
TH CHAIRMAN: The witness is speaking about Exhibit "7". 
WITNESS ; Yes. 
THE CHAIRMAN: All right. 
THE VITNSSS: The area designated in red on the mp, 


which is markee on the map, introduced in evidence, shows 
3623 acres that is proven crude oil area, 

q DR. BGATRIGHT: Then in arriving at your reserves for 
your field you took all the area which 1s shown in red, solid 


Bad, On Exhibit "7", is that correct: 


A I took all of the red area on this Exhibit, yes. 
&, I call your attention to this dxhibit, that includes land in 


the south end of the field, the middle of the field, and the 
north end of the field, doesn't it? 
a It ineludes a little acreage in those places. 


Po you know how much acreage is involved in those two small 
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A I do not know th. t I know exaetly but there is one well here 
whieh might be 40 acres and there might be, three wells there, 
I should say those might be about 60 acres and 40 acres 


would be 100 aeres, 


) But you are not sure of that figure, are you? 
A LT am not sure of it except as I scale it here on the Tm! Pp, 
a And yet you used a figure for productive acreage which was 


not investigated by you at all, is that correct? 
A Except as I referred to the record and saw that that had been 
accepted, or at least was ifr. Link's testimony, and I accepted 


that as what the proven area was. 


q Well, you knew, of oourse, that that was fundamental to your 
method of estimating reserves, was it not? 

A Well, so far as egtimating reserves in this particular field 
is concerned..... 

Q Well, do you realize that had you used a figure of 40 acres 


per well as being the drainage area for the well..... 

A I didn't nay any attention to that. | 

9) It has been brought out during all this testimony that if you 
did that. you would have had 2520 acres in this smth end of 
the field, and dividing the figure of 2500 into the figure 
of 593,215, would have given you in excess of 20,000 barrels 
per acre. Did you take that fact into consideration? 

A No, i didn't hake that fact into consideration. 

And if that Prpune of twenty some thousend barrels per acre 


had then been applied in.the manner in Which you applied it? 


A I would not have changed my figure with regard to this. 

Sh Your reserves would have very closely checked with those of 
Mr. Gill? 

A If <I had made that assumption that this area would produce 


20,0U0 barrels per acre, whi-ch I do not believe in my own 


. 
‘ 
‘ we 
we 
be 4 
“ y me 
a) 


ses ah . 
ie os 2 
fs a, 

an Ped . 


~ 
os oil H 
f 
ere Gr, 
e 
rat) 
+ “ae ‘ped 
si < S 
rad a re) 
bo ewes 3 
! z ; 
} fi 
‘ 


‘ Ge 
. no Ps 
-4 

. 

ae = 
‘* 

. 
. 


1 


. “ 
F . . os , ~ 
. 
he! . : 
s cy a ; Lg 
* ow . ~ 
A : en men . . 
. F 4 z 
re ma 4 i _ 
: at . es 
3 Bn ‘ . = 
‘ are 
\ 2 . . Be ae 
oe i. ¢ a - = 
bad] : : 
= n a _ at 
? ¥ (ie = 
- aa? 5 t 
‘ e 
a ai = 
- he t . : - 
. ‘ a 
“ fag 
- _ 
2 oy 
: te " 
‘ ies > 
nae 7 
(ais (yea if 
ke 
Whee, . 
rx 
re 
? Ne u : 
‘ tH 
. Le, ta 
we x 
4 s 
a “ 
Rie ‘ 
a 
; . 
a 
te ae . 5 
aa @ ok é 
— 


~ , 
a pares Th 
ane * nf 
> . 
pe 
*i “ 
a 
. 
> 


. ~ 
_v 
Pe 
ae 


Alex, Deussen. ~1174— 


eo Fe 


judgment it will do, then I would have come at that larger 
figure, that is correct. | 

Phen in analyzing your estimate, you first took the figure of 
20%, which was based entirely upon your experience, none of 
Which had been in a field similar to Turner Valley, is that 
eorrect? 

Yes. 

And then you determine from production figures whieh were 
furnished to you and which you did not check, of 63 wells in 
the south end of the field, you determine the production per 
well based upon those figures? 

Yes. 

Ben YOU... ss 

Regardless of what the spacing was. 

Then you applied this assumed figure of 20% to that figure 
and arrived at the total production to be expected from those 
63 wells in the south end of the field? 

Yes. 

And then you divide that by the total productive area in the 
field, including the productive aregs in the middle of the 
field and in the north end of the field? 

A matter of some one hundred acres in that north end, which 
would not materially affeet the result, I do not think: 

and thereby arrive at your figure of twenty-three years of 
possible production. on the basis of five and a half million 


a year? 


Yes. that is correct, that © 1s the maximum of the fielga. 
; 


Now, I believe that you made some statementS concerning 


pipelines, Haye you had any experienoe at all in pipelines? 


No, sir. 
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Q You realize, of eourse, that any lifetime for a pipeline involve 
Other factors than the life of the field? 

A Well, I do not qualify as an expert in the matter of pipelines, 

and the opinion wheh I expressed was an investment opinion, 

to Other words, that figure. :... 

A It would be just an investment, an investment to be mde in 
this field as just some operstor who wanted to go to a Bank 
say and borrow some money on a producing pronerty there, 
and I was asked the question by the Bank, a question that I 
am frequently asked, "Can we make this loan on this 
property?" sind if I had that specific problem before me 
PO=day On this particular property in therTurner Valley field. 
to-day, and 1 might state that I very rarely ever apnrove 
of a loan for these Banks if they do not see their money 
back in Hanes uveitis regardless of what the reserves are, 

% And that is the type of estimate Whieh you have made here 


on this twenty-two years? 


A Iam, you are talking about pipelines now, I am talking about 
Bank loans. 
Q They both will wind up in the same. place, I imagine? 


A Well, they might. I am talking about Bank loans. 
q And, a8 a matter of fact, that ten year life estimate is 
based primarily upon the fact that most pipelines do amortize 


over a ten year period, or on a ten year basis? 


A I do nott know over what period of time they amortize, br. 
Bostright. 
q In other words, that ten yecr figure is something whi ch you 


be 
are sure Will dodoubtless/reached, °nd is not backed up by 
any personal knowledge of your .own? 
A That is correct, except I wish to again repeat the statement 


whieh I made in reply to *ir. Nolan's question, that is, if 
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the matter was put up to me by a group who were interested in 
making sueh an investment in the Turner Yalley field andl 
was asked the question as to Whether or not they should make 
Sueh an investment, no matter what the money was, my judgment 
would be and my advice to them would be, knowing the hazurds 
and the risks, and disappointments, - and there are many of 
them in the development of these oil fields, I have had a lot 
of personal experience with them, - in view of those faators, 
that none of us can foresee in this probable area, as well 

as unforeseen marketing conditions, political conditions, 

in view of all the risks and hazards involved, if they had 
to wait a longer period than tan years to get the peti nor 
their investment I would advise them not to make such 42 - 
investment. 

You are familiar,of ecours¢s, with the rates the Banks use? 

and what is the rate with regard to oil property, what safety 
factor do they use? 

I do not know. 

Would 25% be apsroximately correct? 

I do not know. 

You have m:de v= luations? 

I. make them every day, I have a telegraphie enquiry to-day. 
bo ‘you know whet the Banks' safety factor is? 

L know I do not reaommend a loan to any of my client Banks 
that will take more than three years. 

jnat safety factor would you say that you use then? 

dell, it jepohds on the amount of reserve that you estimate 
for the property. | 

Well, what safety factor do you use, oan you give any safety 
figure ateall? 


Wo. 7 


we ee: jevetn a 


na 


a 
e 


a 


re aq aay ot 


ee eee atte beta fhe ele 
iy 


et eae negned e 
he sriengeage chang 


“ae 


ets se y pre 
oe sere ana 4 
' Se pivdee. eats Nidan app: 


i wt heres saowioen ees shal & 
“sachet Aetahiee elite sist quate 8 
‘ed Moth ato w 206)": waa? 


oan Ei dee nocatay eon 


de 


Alex e 


é? 


i 


-lL?%~ 
Deus sen. 


* 


4s a matter of facet, most Banks for investment purposes in 
Oil properties require an investment seourity of from three 
to six times the actual vilue determined by the engineer, 

is that not correct? 

Jt cepends on the Bank =nd the man who is doing the estimating. 
But is that not correct? 

My particular client Bank accept whatever figures I put on 
the loans, they leave it in my hands. 

what percentage figure do you use? 

i do not know that I use any definite percentage figure, 

it depends on the property. 

Well, in the case of the Turner Valley field, for inst:nce, 
What figure would you use? 

Well, I do not know that I understand exactly what you are, 
what figure you are trying to get. 

I would like to know if y°. were recommending an investment 
to a Banker in the Turner Valley field? 

The twenty-two years! life..... 

Wait until I finish the question, please. 

Wes 

Nhat vercentage of the true value of the field such as furner 
Valley would you use in recommending an investment for a Bank? 
well, on the basis that I nave predicated this statement in 
pepe to this pipeline I would say that the field would 


have to produce probably 50% less before they would lose any 


~money. 


In your common estimates do you ever recommend to a Bank 
that they advance 50% of the probable value of the property? 


I do not recall offhand right now What my reoomnendations are, 


Dr. Boatright. 
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Q How many resommendations have you made ta Banks during the 
past twenty years? 
a I eannot answer that question either. IT ean tell you about 


the last two or three years. I can tell you about last year. 


a) How many? 

A Oh, I should think probably twenty or thirty loahs. 

Q and in any of those loans did you advise investments up to 
50% of your estimated value of the property? 

A I don't remember now, 

S] Do you remember to whom those loans, to what Banks those 
reports were made? 

A I know absolutely, but I do not care to disclose that informa- 
tion here, 
4nd yet you have no idea of the figure you used? 

Pat No. 
DR. BOaTAIGHT: I believe that is all. 
TH: CoATRMAN: Any move questions? 

Q MR. FRAWLEY: I want to ask you just a question, lr. 
Deussen, to see if I understand what you mean, your estimate, 
your best estimate of the life of the Turner Valley field 
is 22.3 years? 3 


A Yew. | 

% And that is the opinion which you gave after the best study 
that you were able to make OT. ther rie tay 
‘Yes. 
Now, you say that if you were asked to advise a Banker with 
Fospect to the putting of money into a pipeline into Turner 
Valley you would give him, you would see to it that he got 
his money back in ten years? — 

A I cannot see to ects would say if he could not on the 


basis of what this thing looks like now, see his money back in 
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Alex. Deussen. 


ten years that I would advise against making sueh an investment, 


Does that mean then that you would like to see your olient 


& 


get his money back in ten ye:rs and then go on for the 
remaining ten operating on What is commonly called "velvet"? 

A Well, ilr, Frawley, I wish again to repeat that I am not a 
pipeline man and I am merely judging this partioular question 
that is put to me, and the answer I would give to At, if that 
hypothetical question were asked me, "Shall we invest this 

amount of money in the Turner Valley field to-day on the basis 
of woat you know about it" and my life of twenty-two years 
and other engineers have mut on different lives, I would say 
"Unless you can see where you are going to get your money back 
in ten years J would advise against the investment.” 
Now, what the rates are going to be from now on J do not 
think teh qualified to say, 0, #rowley. 

Q Phat may be the answer. Perhaps you do not eire to venture 
into it, but I just wanted to try and understand the relation- 
ship between those two figures, the 22.5 which you say is. 
the life of Turner Valley, that means so far as you are. 
concerned for 22.3 years the Royalite Oil Gompany will be 
pulling oil through its pipeline? 

A Presumably so, yes. 

Ss) But you say that so far as I am cone erned I would like to | 
see them get back their total investment which they might make 
to-day, assuming it was a new piveline started to-day, in 
ten years, that also follows, dees it not? 

A Well, that is correct, it is the same 45 if I was going to 
buy a. royalty in that field, - and I buy royalties every day, 
not- every day, but every few weeks, in Texas, - because that 
is a considerable part of my activity, - and if I buy a 


royalty, I will not buy @ royalty even although on my best 
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Alex, Yeussen. 
judgment that royalty may produce for twenty years oy thirty 
years or forty years, according to the estimate we have, 
but I am not going to put my money into a royalty unless I 
can see my mone y back in three years or five years, or at 
the most ten years. Now, it is on the same prineiple that 


I would advise these people. 


Q I do not want to labour it, but you expeet the Royalite Oil 
Company to get the eost of its pipeline baok in ten ye2rs? 
A Yes. 


Q Then they will go on pulling 911 through their pipeline 
for 12.5 years, and that is completely velvet, is it not? 
4 It may be. 
a Yes, 
Q THE CHAIRMAN: Mr. Deuseen, I just want to be olear, 
you have discussed for purposes of enlightening the Commission? 
askew | 
The investigations: made by other engineers and geologists 
and the dsta which they have provided for pour consideration? 
A Yes. 
and you have given your reasons for bringing what they have 
said to our notice? 
a 76s. 
Q But basically, if I apprehend what your evidence means, 
basically ee found your opinion to us upon the past oro- 


auction of the field in ‘the De seloleas area plus your geological ~ 


instinet as to what will happen in the future? 


A Absolutely, iir. Chairman. 
THE CHATRIaN: Thank you, the next witness. 
MA. FRadLoY: Jould the Commission give us five 


minutes recess now? 
THE CHAIRMAN: Very good. 


(A recess of five minutes wis here taken. } 
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THE GHAIRMAN: Mr. Harvie, while you were 
absent following the noon adjournment, the question 

of whether or not the Commission should give a decision 
on the pipeline rate as a thing apart at the conclusion 
of all of the evidence that seemed to have a bearing on 
the pipeline question, was the subject of disgussion. 
Have you any views to express with regard to that? 

MR HARV: I have nothing, Mr. CGhairman, 

in a definite way, other than it would appear to me - 
that it will largely depend on what you call all the 
evidence that would pertain to the pipeline. My own . 
judgment is there will be considerably mare evidanee 
come out in the rofining section, and the inguiry 
particularly into the marketing that will have a 

very definite bearing on the problem before you. 

For instanee, I think the usage of the pipeline is 

a very material factor. I do not know whether there 

is any justification to jonstice that the figure whioh 
we will say is 15, 000 barrels we are weine Will last 
for any definite Rent oauee time, or whether it. be cut 
or increased is something L think Will come alt in 
either the marketing or the re fining division of the 
Inquiry. I think maybe that is an essential figure 
before we can do enything in Pace 

THE CHAIRMAN: Why is that not properly | 

part of the evidence to be intr-dueed in this matter? 
oe AR VIE: That might be. Be i say tt 1 
knew just what evidence would be introduced in this 
section of the Inquiry, it would be @ much simpler 


question to answer. 


THs CHALTRMAL: 811, the proposal of the 
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Commission presupposes that Counsel will now tntroduge 
all evidence which has eny bearing, ineluding those 
matters of which you speak. 

MR. HARVIG: That being the case, I possibly 
see no reason offhand why they should not come te some 
quite definite eonelusion, but I think there will be a 
lot of duplication. That is we are going to cell a lot 
of marketing and refining evidence in this phase that 
would have to be duplieated possibly in the other phase. 
However, that is for Commission Counsel to decide. 

THE CHAIRMAN: “hat would your view be as 

to this, if the report of the Gommission is to be of value 
it would be better would it not to have it given upon 
known facts rather than upen Siannie ees data. 

WR HARV Dehn on very definitely so. 
THE CHAIRMAN: Vould it not be important for 
those concerned with the discussion of the refining 
costs to know what this Commission had decided was 

the proper pipeline rate? 

MR. HARVIi: I think it would be possibly 
quite helpful. On the other hand, whether it would 
bresk up the sequence of the evidence and be feasible 

in that sense I am not quite prepared to say at the 
moment. I would like to give the matter consideration 
and discuss it with ny client. But there is no doubt 
that the more points we can clean up as we go along, 
it will assist in other phases of the Inquiry. Bot 
just how completely that can be done, and effectively, 
‘piecemeal, I am not so sure. 

THE CHAIRMAN: | ‘le ars glad to have your views, 


Mea Tawi. Maw Nir: Wpoaw GT 


. 
a? ‘ ’ ” ae ‘i 
. %, * yk, “an i. ‘ " aes EX 
: 2 * rd bine ~ ¥ on ‘ ‘ 
- ’ x “ = t » 
; pee ras ¥ in a wy a: > Lt en ‘ Bas | we os 
= Foie aN cron <> sale ‘ ate - oe . Fat 5 
} a Sits Pale * oa om i . pose : n : « 
a aa Sire . Sab : F ‘ me <7 
kaa a soy = Pas Pa P wa rs » ‘ 
. ’ 4 ae e ae Vhs P * Se 
nak ee. +h, f. om 
ea a pads we pos ve pat > : : 
: oe ved fe a 1 <A : ae wel on Fee ne re, 
& oy n oe w= 3 . > oft < : 
es os . eo : oS ? a a ahi : ’ : 
yeti ice Mes 4 i Seal . oar me - t ~" ale 4 . 
P 4 ~ 2 a ot ras : é ey , ks fe : 4 a 
7” Pl S wea : one a : Vorope \ . . 
: gat Yooh Pi wkend tes ‘ ‘ ae : ‘ 3 . ‘ 
is : % a ma ‘ ~ ; = , : oS ‘ 
Pre . * neo eA ee ge 3 ‘ % ee a . 
Se ie Oe. 5 oad Rakes ire 5 set . a ‘ F ‘i a) 
=x oe. MER: 3 nee oy oy. . <a 23 2 ‘ On 
ey 1 Sw ~ my ~ vy ont « aa bag we 5 ann ‘ 
+t? me i Hea < hs ; ” * = t : ‘ 
won ae ke %, : . rr : : re-y . ‘ 
wet r ) . <3 : ; : ' ‘ ‘ ‘ul 
pe ’ “4 op * ee ‘Ss soe ®- 3 if ace ; RNs b= v8 tn at ; 
: sia be x Bly . . m ‘es eee : . te 3 . 
» = : Secs ‘ on war Nar a é ont ; , 
ee - isa ~ 7 : : use Poe. 42 ce hy nee ig ‘ re i 
“ z + we “8 . ras z . As : B ‘ 
P ‘i See ‘ Vg feet : ‘ ” ‘ 
or ¥ 3 . 2 t ae P 2 ‘ Z F 4 i 
: 2 eS) > % = ; wt . 
“2 an, <3 % : ner ae : ; : ar 2 ‘ 
; % ny i hoe es ra cy . ' Dek whe ix 
erty ae Lae Cay i . . Ne 4 “ J 
os Sa on : : iis id “| we 
say ee: : % . ‘ : yo : : : 
x eee rapt) s - ~S 
mn os : = ak 2 * ‘ ‘ 
+ ~ eee tp sk x . = Rahn ve - = 
we we 7 : om ae “ , ; F ; 
fe cad pan ae + mae aoe ag NA . ‘ “Me . it 
ne Hed ~ Gel ‘ : BASS Yond 
= fas =, of ¥ it init . "” ¢ 3 ‘ 
he aa me? 4 es Ba . : : ; . a? ~ 
x is ie, xa ‘ . ed ‘ ‘ we 2 
: Tes 5 ‘Sas . case > - ¢ 
re Bb bats vS staan . 
< rs +e e “s - 
‘, Z or Ve oe daged ‘ ‘ . 
’ ; \ em) we No : ‘ ; 
ry % * : + ie Lx es 2 
¥ a : R : s . F A 
bates peat ‘i : ‘ ‘et 
: ee ‘ oe 
‘nual ae > Pe — we Nog oA Be wet A 
‘ - x a) . ¥en ; - > : ‘ 
; s! 4 > ee ex . stat - ae wes “ - 
i ry Schr z tec * Sea an ‘ ~ 7, A . ve re . : 
* s an aie. - ae waar . 
, a : Se a a by i: : és : ; ; : 
H er es 2 naa sot ee Piscat val “ aie ‘ ; ving = aa - 
yet ~ See ‘ ams , P 
Ks ae + a sae es aie ' = . p Ps 
F G ; ean 4 : fos ss ~ * etet 1 " a 
ay) Tee ms hod 2 wry vie 45 : , 
x ‘ ¥ . Sty ba i ca ‘ ' x whe =—3 * 
: aed =f ; Z 4+ . és 
at | Say wea . ‘ — on aut ¥ ; Mies ty Ar r 
: rnd ig A a= 5 — E ‘ i Seed ‘ - . . ; 
tg er ved oe ts ue viet ae Ey 4 7 id 
beast na = Y on 4 i . Sess Ft 
5 % p + aie ea ¢ fe 
5 > ‘ : Fa 
Naw , e on . r z Sires . F 
ae A 3 my Sy ene so Se 2 ee ‘Fag z. = “4 *% as 
6 ata =f fev ak ee : . : ak < 2 Nis: 
rR ‘ie e . = . Aen “ : Kad =f - a . haere 5 
P $ Cay Oe o> - -~ é ~~ i 
we ott BS atl i" gee = “ty a eis Ae wie . 
es * ‘ S é oo : P et 2 Ps . 
. oft wes ake] tae : ‘ = a <r ‘ * J wet a fa 
oe ~ ; “ : 3 x 3 era 7 
1 3 3 any Ce a ue a - « Ae . . re . 
E ae ae sé Des i> ¢ § " 
~ e ee Pc nfs a = y 
: oie : ow, : 7” ws tas es aa Ge es A. : 
, wed i>. en 2 ‘ = ; pax et : } : 
re - 4 mht . aa J bi . 
. 44 ot eg *. : aN ' Ze, : . ney F * ‘ < 
> “ . ate 2 os ey cs Ms ~ . —? 
ree | sa) aa q 5 ay pret wot . es e Y “ FI 
‘ - i ies . rae * f 
" t—4 sat S 6 b % wee - rh 
4 , “ € as ~ . - : 3 
& aay id ress aires “Ay =. 3 
aa : . Bs 3 oD ine 
E “i pees ; oR we 3 oe oe a a . 
; + wr oy 3 S S Fay ‘ ty 3 . ; 
ce ? Rr an ae 4 ie « pen) s : 
‘4 pA, Z - % . rah 7 ara ‘ : - . - ~ 
wtas ANY ‘ * a ey - ‘ Loe 
- . cm \ = rt, - E. t ie 
ie 5 me : aS J 5 Ses ey 
A ao op’ - as — “ : ce 
: . we ; pie . ok . 
Oe x soe eel Ngee met te "ee £ . 
a ae) ee | : er : ey 3 tend 
S- "8 3 i y : = as ran se ol ’ 4 
A se bes at Tee ee v2 cee “ . oe x : 
ihe ee! : > . - SM ’ 
Ca = s - as whe * a ve ated 7 . . 
ee ‘ ae =n . . : "i * ’ 
cy + — e % .-t a . . ea “e 
. a < bath vt Sax rT oe 
. u ‘ ; ; oI e nes ra nts 
‘ = 2 oe we ae ; ht = oe om we . 4 + 
cee Mo oe bs gad s | ; : oh ; 
ar i ae 
it “AS 2 ‘ » ‘go ®alt ue Bat ' id 
. “4 mt AS eo > . . . 
Sr okt - = : iy ; “ 
>? Bn : res =) 
rin “ s 3 *, an 
. se = : ) . 
me apr “ . 
; gs » 
re . aan 
a =-, 
> / io — —_— ae 
- - ee — ———— 


T-4 


mle hehe 


Mr. FPRAVLGY: The next witness will be Dr. 
Boatright, whom I am pone £O put in in reply; “and 1 
would thank the Commission for the indulgence of an 
adjournment now so that he may get his material 
together and go on the stsund as the first witness in 
ine morning. I haye spoken to my friend, ur. olan, 
about it, and I think he will join me in my application 
to the Commission for an extension. 

Mi. WOLAN’s That is quite so. 

TH CHAIRMAT: Any objections? ‘ie grant your 
Pe hicatiom, lir. Frawley. 

(At this stage the dearing was adjourned until 10.30 


A.M., January llth, 1939). 
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January llth, 1938. 
10:30 Ake Session. 
THE CHATRMAN: We are sorry to keep You contlomea 
but it seemed important to us that we should have a 
Bshort conference this morning. 

Now with regard to the pipeline mats 
ter which was the subject of discussion yesterday. The 
members of this Commission have given careful considera — 
tion to all that has been said pro and con upon the 
question of whether or not we should give am early report 
as to the Pipeline Rate and other pipeline matters, the 
subject of inquiry. Having come to a conclusion we think 
that conclusion should be stated without delay. 

Our conclusion is that so soon as all 
the evidence is in which has a bearing upon the pipeline 
matters this Commission should adjourn to consider the 
evidence and to make a report to His Honour the Lieutenant- 
Governor in respect of pipeline matters. 

We have come to this conclusion for a 
number of reasons. In the first place it has at all times 
been made alear during the progress of this inquiry that 
the Commission desired to have the evidence with relation 
to the pipelines dealt with separately from the other mat- 
ters Rrdoth are the subject of inquiry. The only question, 
therefore, which we have had to consider in the light of 
what has been said to us as to whether or not, having come 
pleted that inquiry, we should come to a conclusion with 
respect thereto or should defer decision on the off-chance 
that some evidence would come out in connection with other 
matters which would assist in coming to a conclusion in 
this matter. ‘ie think that that possibility is not a suf+ 
ficient reason for deferring decision. It is to be remem= 


bered that at least in respect of a pipeline rate we are 


~ dT 85s 


merely performing a function of the Public Utilities 
Board, by direction and so we think we should do as 

that Board would in all likelihood do, namely, give a 
decision so soon as may be after all evidence is in 

and not defer decision on the ground that ina few 
months' time some one interested might think of some 
other evidence that would be relevant to the Inquiry. 

we are not unmindful of the possibilities mentioned by 
ire Nolan but we think that these are possiblities which 
he and his experts should now explore. 

In the second place insomuch as the 
evidence with relation to pipeline matters is tn the 
main involved and difficult we think that it should be 
dealt with while it is fresh in our minds and not inter- 
mingled with evidence as to the other difficult questions 
which are committed to our consideretion. 

In the third place the evidence given 
being based upon conditions past or present we think that 
there should be a present decision and not one that is 
deferred to a time when conditions may have so changed as 
to necessitate further expert testimony with respect to 
new conditions. In this connection it is to be remembered 
that the rate to bce struck by us for purposes of recommend 
ation, even if accepted by the Public Utilities Board or 
the Government of the day, will not be a final rate in the 
sense that anyone interested is debarred from thereafter 
applying to the Public Utilities Board to amend the rate, 
if changed conditions would geem to justify such an ap- 
plication. 

Another reason for coming to the con- 


clusion which we have which seems to us a cogent one is 
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that the present determination cf 4 rate should be an 
advantage to parties concerned with other branches of 
this Inquiry as for example refinery coats beéause 
there will then be a rate certain as a basis for disé 
cussion as distinguished from an assumed rate whiah may 
or may not be the rate ultimately settled upon by the 
members of the commission as the proper one to recom= 
mend e 

For the reasons given we have come 
to the conclusion before stated. All interested parties 
will therefore govern themselves accordingly. 


MR. FRAWLEY: I will call Dr. Boatvright. 


DR. BYRON B. BOATRIGHT, having 
been recalled, examined by hire Frawley said: 
Dr. Boatright, you are still under oath? 
Yes. 
And you are being called by way of reply? 
YeSe 
E want to direct your attention to one or two matters 
and invite ycur comment upon them. I think it is a fact 
that Dr. Link and tir. Gill and wr. Deussen, commented 
upon your views, I mean your use of the pcrosity method 
of determining reservere, that is so, is it not? 
That is correct. 
And is it true that basically your method was the porosity 
method? 


That is correct. 
Then Dr. Boatright, will you make such comment as you think 


im pertinent upon those remarks which have been made by 


the people upon yeur method? 


Because of the conditions prevailing in the Turner Valley 


field and efter an analysis of those conditions prior to 
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making iy original estimates of the oil reserves in 
the Turner Valley field it seemed to me that any es-~ 
timates made upon a conservativ basis zust of weaeee 
sity include as great a nuzber of wells es possible. 
It has been adstitted throughout the testizony in this 
Wass that the field is spotted; thet it is a limestone 
field and that it has pecularities vhich are net econ- 
moniy found in other fields. The various methods which 
have been presented here by the different encineers 
mere ali considered prior to the time I decided to make 
My 6stimate upon the basis of porosity. Mr. Gill, in 
his discussion discussed the various methods of estin- 
ating reserves end analyzed them. I did the same thing 
foeorew meking or prior to besing my estisate upon the 
hrOsitvy metnuod. In the case of the verious types of 
methods, the production decline curves I believe were 
Meee py Mr. Link and by Mr. Gill. 

I believe thet the evidence brought out in this 
case established that sir. Link arrived at e field life 
Of Something like 2 or 3 years an’ that tr. Gill arrived 
Sees teeid Life of wmmething over 56 years. I believe 
that had tir. Link's estimates been based upon his so-called 
"probable" acreage, that his estimate would have been 
somewhere in the neighborhood of 25. years. That, ives a 
discrepancy of around 70%. Upon the basis of the in- 
dividual application of the decline curves by two dif- 
ferent men, taking into oansideration whet they thought 
was necessary insofar as the field is concerned, in those 
estimates, hir. Link I believe used 4 wel]s and hr. Gill 
T believe used sosiething in the neighborhood of 10 wells, 
Mr. Linkts wells of course were loceted a few in the gas- 


cap and one or two in the of horizon, two gfthe wells 
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I believe bding in a sort of intertleaidte zone callea 
the gas-oil contact. one being very definitely in the 
gas-oil contact and the other being a definitely oil 
well. j 

hire Gill's wells were chosen with more care in- 
sofar as their position on the structure is concerned. 
However, the fact remains that there was a discrepancy 
of some 60 or 70 pez cent betweent> ir two figures. 
Applying the two methods however to tne figures which 
L used, ur. Gill's estimate of 36 years and Mr. Link's 
estimate of £5 years based on his "possible" acreage 
would have given a figure fairly close to the 31 years 
given, give an average figure fairly close to the fig- 
ure $l years which I derived by using the porosity 
method. 

In the case of the gas-oil ratios and the bottom= 
hole pressures which were used by lure Davies. that method 
was also considered. I believe it was developed during 
the testimony that bottom-hole pressures in the first 
place have been accurately obtained only during a rel- 
atively short time and the basic figures which had to be 
used in using that method were estimated or had to be 
estimated as to the life of the productive period assumed. 
Furthermore, it was brought out during the testimony that 
gas-oil ratios are a function of bottom-hole pressures and 


at the particular time that those curves were used the 


bottom-hole pressures were in a state of flux and therefore, 


were unreliable. The gas-oil ratios themselves are 


functions of the rate of production at which the various 


wells are producing * . there was little or no information 


available concerning those ra.’ s or the relations between 


the gas-oil ratios and those ratios- wr. Shaw and Mir. 
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Deussen based their estimates primarily upon their exe 
perience, Both production decline curves, gas-oil ratios 
and bottomhole pressures and two other at least dis- 
placement methods were investigated by me before deciding 
to use the porosity method. Admittedly the porosity 
method has drawbacks, as had all of the others and it was 
my estimation, and it still is my estimation, that the 
porosity method for Turner Valley under present conditions 
offers a reasonable basis for estimating reserves and is 
extremely conservstive. All of the other methods can be 
interpreted to give results much higher than those which 
L have obtained by using porosity. I used the porosity, 
which of course was derived from information furnished 

me by Mr. Johnny Owre in the Government offices. As sup- 
port for the infomation which he derived we have only one 
cere in the field, Spy Hill No. 1. However, in that 
particular core, which incidentally twelieve only included 
the lower porous zone, a figure in excess of the one ia 
used was obtained for the total void space as has been 
developed here, whereas there ave two porous zones. On 
that factor alone the figure of 8 foot void space which 

I assumed based upon my study cf these porosity determina~ 
tions provided at least a safety factor of approximately 
50% on the basis of the only actual core in the field. 
Baped upon that porosity method then I arrived at my re- 


serve figure of 17,000 barrels per acre and I still think 


that that was a very good figure. I might compre that 


figure with the figures which have been giver by other 


experts here. Nr. Gill estimated 20,000 barrels per acre 


for his so-called "proven" area which included I believe 


some 5500 acres. He estimated his "probable" acreage at 


"500 acres and on the basis of his experience he said that 
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the chance was 50% and theréfore dut the 20,000 Sarees 
per acre to 10,000 barrels per acre for that area. He 
took the "possible" area of 6000 acres and said that the 
chance there was 28%. again based upon his experience 
with fields of this type or similar types and arrived 
at a figure of 5000 barrels per acre. Averaging these 

2 purely aritimcti¢clly cnd not nocussarily om tho cerenge 
involved it shows that his average estimate was some~ 
where in the neighborhood of 15,000 baryels per acre over 
an area of about 19,000 acres as compared with the 10,000 
acres which I assumed in my estimate and in the 10,000 
acres which I assumed I used a figure of 17,000 barrels 
per acre. Mir. Deussen assumed a figure of 10,000 barrels 
per acre throughout. Wr. Shaw gave figures of from 15 
te 20,000 barrels per acre over the proven rnd possible 
areas. He assumed the proven area to be between 3 and 4,000 
acres and the probable between 8,000 and 10,000 acres in 
addition te the proven area» Mr. Link used a figure I 
believe of 7300 barrels pev acre and of course only calcul- 
ated his reserves in the proven area, which I believe he 
agaumed to be 32623 acres. In other words the figure of 
17,000 barrels per acre which I arrived at by the perosity 
method ranges pretty well on the average between the 
various estimates which have been presented by the other 
experts who have testified. 

In connection with the acreage which I assumed and 

with an analysis of tir. Link and iir. Davies who only cai~ 
culated actually proven reserves, my figure cf 10,000 acres 


of "probable" reserves is less than any of the other esti-~ 


mates which were made here. Comparing the life of the field 


which I arrived at by determining the reserves on the basis 


of the pos ity method, I determined a life of, a probable 
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or A sutre life df 31 years. That cbmpares étibh an 

average of approximately 20 years, if we take Kir. Gill's fe 
Mire Deussen's and Mr. Shaw's and my estimate toget her. 

In other words it seems to me that the porosity method 
insofar as the testimony here brcught out is concerned 

has been ultra-conservative: 

@ And you are quite willing to adhere to that in making your 
final submission? 

A I am; 

Q jo you attach any significance to thefact that iir. Deussen 
omitted from the wells which he used, the North wells? 

A Yes. Mr. Deussen’s figures were based first upon assuming 
20%, which was purely a figure derived from his expericnco, 
with no foundation in the facts of the Turner Valley field; 
using that figure and the production from a certain number 
of wells in the South end of the field he determined what 
the average production per well would be, regardless of the 
well spacing. Then in arriving at the production per acre 
he took the total area, total productive area or proven area 
of iir. Link, excluded therefrom the dry hole areas of ap~- 
proximately 310 acres, or used in other words a total figure 
of 3623 acres. and divided the recovery, the total recovery 
to be expected from the number of wells in the South end 
of the field, which I bel ieve were 63, and arrived at a 
figure of 10,000 barrels per acre. Had he used the well 
spacing in effect in the South end of the field, of some 40 
acres, and as a matter of “act in the South end of the field 
it igs not reasonable +o assume that the wells drain 40 acres 
because of the fact that in a great deal cy that area, = 
the average well spacing for the whole proven area on the 
basis of the 40 acres allottment which is given by the Con= 


servation Boar®, averages 36 acres to the well, ~ using the 
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figure however of 40 acres per well, if thet had been 
ised against these 63 welly it would have resulted in 
Mr. Deussen's figure being approximately 24000 barrels 
per acre instead of the 10,000 which he used, and I 

feel that even although his methods were sound inpofar 
as his procedure was concerned, his figure of 10,000 
barrels per acre would be erroneous because of the 

fact that he included areas in the North end of the 
field in his acreage which were not ineluded in his 
reserve figure, or his actual production per well figures 
or the average production for the South end of the field. 

a} Now I want to ask you about iir-. Deussen's figure of 10 
years after having arrived at a figure of 22 years, he 
told the Commission, in answer to Mr. Nolan that he would 
desire to reduce that to ten ycars, having in mind the ade 
vice which he would give to his banker in putting money ine 
to the Turner Valley field, what comment have you to make 
upen that cut in his evidence, in his estimate? 

A In my original estimate of 31 years which I believe is the 
prbbahle life of the Turner Valley field and the life at 
the rate of 15,000 barrels per day, which the field will 
realize, I stated that for pipeline amortization purpose 
I felt that,because of tho fact that estimates based upon 
any of these methods were subject to errors of approximately 
30%, I felt that in fairness to the pipeline companies we 
should give the benefit of that doubt and suggested a figure 
of 20 years as being the reasonable life for pipeline pur- 


poses; that does not mean that IT do not think that the 


field will last 31 years- I do. That is my estimate of 


what that field will actually produce as a minimum. However 


in view of the nature of the fundamental data which is 
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available at this time, tegatdless of the method of 
interpretation, it is my opinion that the accuracy of 
any estimate cannot be over 70%; therefore it was my 
feeling that in arriving at the life of the field fdr 
pipeline purposes that the benefit of that doubt 

should be given and it was for that reason that I would 
allow a period of 20 years for pipsline purposes. Mr. 
Deussen's estimate of 10 years was a banker's estimate 
and there is a great deal of difference between that 
estimate, or estimates made for banking purposes, and 
estimates made for other purposes. In the first place 

a bank must have security much in excess of the value 
loaned. In Texas it is common for banks to require from 
three to six times the probable, the reserve must be 
from three to six times the value cf the money put up by 
the bank. 

Dr. Boatright, have you had experience of the kind you 
are now speaking of? 

Yes I have. 

Personal experience? 

Yes. Further, most banks in general wish from two to 
three year payouts. In other words the rate of income 
must be sufficient to pay out the loan within two or three 
years» Now that is the type of estimate that Mr. Deussen 
had in mind when he said that a ten-year life was all that 
he Weta recommend to a bank. Incidentally of course, Mr. 
Deussen did not give any percentage figure. 


(Page 1194 follows) 
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Dr. Boatright. -1394- 
Q MR. FRAWLsY: Dr. Batright, havea you any other 


general comments to make by way of reply to the evidence 
which has been given since you were last on the stend? 

A No, I think that is everything. 

Q You think that is all? 
I believe that is all. 


Tee CHA ITRMAT: Any questions? 
MR. NOLAN: No, thank you, my Lord. 
THe C:iAITRMAN: Have you any intention of 


calling this witness on any other phase? 

MR. FRALEY: Yes. 

MR. FENERTY: Mr. Gill would like to have the 
opportunity of asking Dr. Boatright some guestions. 

q ior GILL: Dr. Baatright, there are just 
one or two questions I would like to ask you about, 
concerning these estimates, and naturelly particularly 
concerning my own estimates. In the first place, 
the decline curves forma definite mathematical rule? 

4 That is absolutely correct. 

Q And a study of the mathematical curves, which is the 
integration of a normal decline curve, will be a straight 
section on semi-logarithmic paper but not on the 
rectangular co-ordinates? 

A That is right. 

Q Might I ask you this, in basing your estimates did you 
take into consideration the weighted average barrel 
of oil, in arriving at your figures? 

4 No, I did not. 

Q I believe it is 11,210 barrels for the total reserves, 
and 10,520 barrels xe acre for the remaining reserves? 


A That is the weightea figure, I believe. I did not do that. 
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Dr. Boatright. ~1195- 
Nathan #lson Tanner. 


Q Is it then the only difference in the finel results 
between my estimates and those Mr. beussen arrived 
at as the result of his geological instinct that I 
took into account further developments, particularly 
with regard to Okalta 6, Hxtension 1, and Home-Millarville 
2, which have taken place since thse time that vr. Link 
estimated that would be the probable potential oil area? 

A I am sorry I did not knov' whether you were speaking of 
Preeuink OF Of lic. Deussen. 

Gi, Peeoussen used part of pr, Link's figures. ir. Link 


steted seventeen thousand and some acres possible oil 


territory? 
4 Yes. 
Q feed £7,000 to 19,000... Mr. Deussen used, {i belieye, 


3623 acres plus 10,000 acres. Is not that differendés 
at the present time entirely due to the things that 
have come to light since? 

A That is correct. Surthermore, the difference might be 
due to the difference in the wells. ‘ve measured the 
average wells, and Dr. Link used to a great extent in 
determining his figures gas-cap wells. 


Q I thank you. 


NATHAN SLUOMN TANNIR, having been 
duly sworn, examined by liv. Frewle y, testified as follows:- 
Q .Y. Tanner, you are the Minister of Laads and Mines in 

the present Provincial administration’ 
A I am. 


& And insofar as operation and development of Turner 


Valley is concerned, are you prepared to speak 
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for the present Provincial administration? 
A Yes. 
a} I want to call your attention to at least two placed 


in the evidence given to this Commission by Dr. Boat- 
right, whom,as you know was called by myself to give 
evidence for the Commission. At Page 126, in Volume 
2, Dr. Boatright said this. "As you all know the field 
is under pro-ration, 6nd while the pro-ration program 
is going to have some effect, considerable effect as a 
Matter of fact, upon the actual reserve, in my figures 
I have assumed that proper practices will be followed in 
future in the Turner Valley field in getting those | 
recoveries which I have set out." And I oeall your 
attention to one more statement of Dr. Boatright's 
at Page 631, in Volume 6 of the evidence. It is 
"The people of Canada have a valuable asset in the 
turner Valley field, and if it is properly conserved it 
will serve as a national resource for years to come. 
Hot.ever, if it is allowed to continue under the production 
practices that have obteined in the past, the field will 
be prematurely ruined." I take it that the Commission, 
perhaps, therefore, has some concern with knowing what 
the policy of your Government is with respect to the 
_ future, the present and future operation of the Turner 
Valley field, and the methods to be followed in getting 
from that field any of the natural resources contained 
therein, whether it be decws as cmde oil or natural gas. 
Will you. please stete to tke Commission what your 
policy is end what your attitude is towards the oration 


of Turner Valley? 
4 ‘The policy of the Government is to obtain the best expert 
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advice possible and to continue with conservation so 
that the field will be producing on the best methods 
known, and to carry on conservation in keeping with the 
best advice that we are able to obtain. we have commenoed, 
as we think, along that line. It is our intention to 
continue and if more expert advice is required and 
necessary we shall certainly get it and continue to see 
that the field is produced in such a way as Would serve 
in getting the greatest ultimate recovery from the 
natural resources, and in the interests of the development 
Or tne field. 

Q. Do you intend to see by the obtaining of the best 
engineering advice you can that proper practices will 
be followed in obtaining recovery of vil and gas in 
Turner Valley? 

A Yes, definitely. 

Q And do you intend to see that nothing but the very best 
engineering practices are followed, under the advice 
Which you can obtain, in getting these recoveries from 
Turner Valley? 


A Yes. I may say yes without any question to that. 


THe CHATPMAN: Any cross-examination? 

He. NOLS W: No thank you, Sir. 

2 CRS TL aMAN: That is-all, thenk “you, “air. 
Minister. 

MR. FRAWLEY: That concludes the evidence 


that I have to offer with respect to the life of the 
field, that part of the pipe line inquiry which has to 
do with the life of the field. JI understand that Mr. 
Nolan has no further evidence to offer, and Mr. Fenerty 


has no further evidence to offer. 4s a matter of fact, 


oe oh ” 
«et ; 
a 
a etd 5 
on 
. 
‘ 
ts . 
= . af 
tes ‘ 


oy 
a 


b 


iGo 8 


-iieo= 


I think that none of the Counsel present or Companies 
present have any further evidence to offer on the life 

of the field. If that is so, we then will have to 
proceed vith a rather separate matter, and csll the 
accounting evidence, what we have been calling the 
accounting evidence, with relation to érriving at the 
pipe line rate. Speéking now for myself as to that 
point, and upon the assumption there is no further 
evidence to be offered on the life of the field, I desire 
to Gonsult with Dr. Boatright. I intend to retain ur, 
Boatright here to give svidence to the Gommission on 

the, what I call for lacx of a better word, the accounting 
phase of the pipe line case. I want to have further 
conferences with Mr. Kenneth Morrison, who has been 
retained as the Chief Accountant to the Commission, and 
advising myself in any event with respect to the accounting 
part of the work. 

THs CHAIRMAN: If Il ay interrupt, are we to 
understand that the evidence of the accountants is all 
that you have in contemplation’ 

Wie FRA LOY: No. 

THE CHAIRIAN: There will be other evidence 

in connection with the pipe line? 

Mae ne Lys The existence of the markets 

for present crude, the matter Mr. Harvie touched on 
yesterday. There will be some evidence as te whether 

the present pipe line facilities are adequate and 
efficient. Some general evidence of that kind. 

There will be some rather involved evidence by two 

sets of accountants, the Royalite Oil Company and my own. 


THE CUAIRVAN: Bnd I suppose evidence as to the 
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so-called through put and what is to be anticipated in 
future and all that sort of thing? 

Mee FREAULAOY: Yes, the matter that Mr. Harvie 
dealt with yesterday. 

TH CHAIRMAN: ‘that I want to make clear is, 
that so far as this Commission is concerned, its report 
in respect of pipe line matters will not be an interim 
report as suggested yesterday, but it will be a final 
report. So every matter which has to do With pipeline 
matters should be now followed up and every possibility 
explored and disposed of, because our report is going to 
be final. We are going to be through with this phase 
of the Inquiry. 

MR. FRA ULAY: That is my understanding. ‘shen 
I call it the accounting phase of the LROGUa IY ths ts 
what it will chiefly concern itself with, but these 
other matters which are quite important and essential 
will certainly be put in evidence before youe I 

think it would be advisable that I would ask you that 


Il be given as much time as from now until Thursday 


morning. 
THe CHAIRMAN: Do you mean Thursday morning? 
Mak. FRALAY: Friday morning. I would ask 


that we adjourn for the balance of today and tomorrow 
and resume on Friday morning. I guite agree that is 
the last day of the week, but so far as our needs are 
concerned, and I am putting it on the ground I will 
really need that time to prepare ourselves for that 
part of the evidence, since Dr. Boatright has been 


concerning himself exclusively with the life of the 


field, and I wish to use him in the other part of the 
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case. I do not like to ask for any more adjournment 
than Friday morning. I think we can put in a useful day 
on Friday. 

Tis CHATSMAT*: What do you say, Mr. Nolan‘ 

MR NOLAN: There is little. ean say; 
except we have gone to some trouble and are under certain 
expense in keeping vcople here who are interested in 

this phase of it, namely our accountant from Toronto. 

“fe cannot say to the Commission if time is required by 
Commission Counsel to discuss such matters, with br. 

Bou tright, that it has to go on, and that there is 

ho reason for an adjournment. -:¢ would not take that 
attitude. ‘Ye say that if Commission Counsel says to the 
Commission time is necessary, it follows that time is 
necessary. ‘+/6 will keep our Witnesses here, and they 
will be ready to go on when the Commission again 
convenes. 

Tos CHAIRMAN: I think your position is a very 
fair one. Vnet do vou say, ur. Fenerty’ 

Mik. FENERTY: “hatever direction the Commission 
makes is satisfactory to me. 

toe GHAT?PL ATs Any objections? The application 
will be granted.  e will adjourn till Friday morning at 


10:30 o'clock. 
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stocks of petroleum products held in storage 
at the Jmperial Oil Refinery, month by month 
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showing date of construction, original cost 
and capacity in barrels of tanks 4, 4 and 8, 
(rented from Imperial Oil) 


Statement orodused by the witness Moore show- 
ing degradation of Turner Valley crude naphtha 
passing through pipe lines. 


Statement produced by the witness Moore show- 
ing degvacation of Turner Valley absorption 
naphtha - 

"Jersey Statements" produced by the witness 
Humphries, being extracts from statements 
prepareé by Royalite Oil Company at the end 
of seach fiscal year, for th year 1926. 
"Jersey Statements" for the year 1934. 
"Jersey Statements" for the yesr 1935. 
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"Jersey Statements" for the year 1937 


Report prepared and presented by the witness 
Morrison. 


Statement showing operating results for 
years 1941 to 1937, inclusive, of, the 
Royalite Oil Company, and as to rovalties 
and dividends paid and the equity of the 
Imperial Oil in the earnings of the Royalite 
Oil Company. 
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Friday, January 13th, 1938. 
10;30 A. M. Session 


THE CHAIRMAN: Is Mr. Davies here? 
Mike NOLAN: He i8 nct here, my Lerd. 
THH CHAIRMAN: I want to ask him one or two 


questions. I wonder if you could have him here this 
afternoon? 

MR. NOLAN; It is sometimes difficult te 
get in touch with thmam. They go to the field in the 
morning and it is difficult sometimes te get them, but 


we will telephone~-right away. 


THE -CHAIRMAN: — Any time which is convenient 

to him. 

MR. NOLAN: I will send werd at once. 

MR. FRAWLEY: Well I want to first, Mr. Chair+ 


man, put in the translation of a telegram from lir. G. H. 
émith, from Toronto, the President of the Impericl Oil, 

tc Mr. Nolan. I takv it that it came in code. It is 
dated the 10th ef January, 1939. I want this to serve ag 
ea basis for the evidence of Mr. Morrison. I want it for 
what is contained in it. Now of course that is very mush 
secondary evidence. 

MR. NOLAN: No objections. 

MR. FRAWLEY: If my friend has no objestion I 
weuld like to have the wire in for what it says. 

THE CHAIRMAN: If you will just read the wire. 
MR. FRAWLEY: Yes, I will vead the wire. It is 
to He G. Nelan. Calgary, and I might say it has t» de with 
that Exhibit 29, that Agreement between the British Amere 


jean and the Royalite Oil Company. The telegram reads as 


follews: 
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"TO: H. G. Nolan, Calgary. DATE: January 10, 1939; 
FROM: G. H. Smith, Toronto. 

naam ee ee 
Your telegram 9th reaeived this morning, rate of 223d 
per barrel seramned to ih artiole 10 of Royalite-= 
British American pipeline contract was not modified 
by any formal agreement but reduction to 17¢ and later 
to 15¢ given to all other transporters was at same 
time extended to B. A. irrespective of terms of con- 
tract (Stop) Article 9 was inserted in contract aa 
necessary protection to Royalite Oil Company, but 
when British American was unable to take care of its 
purchase committments we afforded storage facilities 
in order maintain normal fielé cperations (Stop) 

No formal agreements were made covering same (Stop) 
When Lion Refinery was in somewhat similar difficulty 
we arranged for taking over of their oil (Stop) You 
will appreciate that our attitude in these matters 
has been one of cooperation in order to keep opera~ 
tions of field pipeline and refineries functioning 


normally according to sconditions arising from time tc 


time." 
(TELEGRAM PRODUCED HERE MARKED 
AS EXHIBIT "76") 
THE CHAIRMAN: Now that Exhibit "76", that has 


reference to. 
MR. FRAWLEY: To Exhibit "29" which is the 
Royalite-British American contract. Now then covering it 
Peomethe angle of the other company, the British American 
Company, I would like to put in this telegram to Eric L. 


Harvie, from H- H. Bronsdon, who is the Secretary and the 


Gomptroller. These are only copies of course. 
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THE CHAIRMAN: By whom is the telegram sent, - 


J mean the first telegram which is now marked Exhibit - 


N76R9 
MR. FRAWLEY: Mr. He Ge Smith. 
- THE CHAIRMAN: Mire Nolan might tell us who Mr... 
Smith is. 
MR. NOLAN: He is the Chairman of the Board 


of the Royalite Oi1 Company. 


MR+« FRAWLEY: Now the next I have is a ocpy of 


a telegram, dated the 10th of January, 1939, to Bric Le. 


Harvie who I may say is the Sclicitor in Alberta for the 


British American Oil Company, from Nr. H. H. Bronsdon, who, 


I may say, is the Secretary and Comptroller of the British 


American Oil Company, that is right lir. Harvie? 


MRe BRIC HARVIE: Yes. 
MR. FRAWLiY: I will read the telegram.. 
am 
TORONTO ONT LO 1939 JAN 10 PM 4 34 


BRIG L HARVIE 

CANADA LIFE BLDG CALGARY 

RETEL PARAGRAPH FOUR EXPERIENCE SATISFACTORY CRUDE 
HAS BEEN MADE AVAILABLE AT CALGARY WITHIN THE PERIOD 
ALLOWED STOP PARAGRAPH SIX HAVE HAD NO DIFFICULTY 
WITH PIPE LINE RE TAKING OIL FROM VARIOUS WELL TANKS 
NO LOSSES EXPERIENCED UTHER THAN PROVIDSD BY CONTRACT 
STOP PARAGRAPH EIGHT CHANGED TO ONE PERCENT ALLOW-~ 
ANCE CRUDE OIL AND CRUDE NAPHTHA STOP PARAGRAPH 
NINE SHOULD B® READ IN CONJUNCTION WITH CLAUSE FOUR 

IN REFINING AGREEMENT JHICH READS QUOTE IMPERIAL AGREES 
SUBJECT TO TH PROVISIONS HEREOF TO PROVIDE SUFFICIGNT 
AVAILABLE STORAGE AT ITS CALGARY REFINERY TO RECEIVE 
CRUDE OIL NAPHTHA OR ABSORPTION GASOLEWE FROM BA AT 
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~ 2004 «= 
"ANY TINE AND IN ANY QUANTITY THAT THE PLPE LINE 
TRANSPORTER GF BA MAY DELIVER UP TO A iWAXTUUM 
CAPACITY TO RECHIVE SIX THOUSAND BARRELS PER DAY 
FOR THEW CONSECUTIVE DAYS STOP SHOULD IiPERIAL 
AT ANY TIME BE UNABLE TO ACCEPT DELIVERY AT ITS 
CALGARY REFINGRY OF BAS OIL FROM THE TRANSPORTER 
IMPERIAL WLLL PROVIDE STORAGE FOR SAID OIL ELSE 
WHER UNQUOTH STOP PARAGRAPH TEN THE PRESENT 
PIPE LINE RATL IS PLFTEEN CENTS PER BARREL STOP 
NO OTHER CHARGES" 

'H H BRONSDON' 


(TELEGRAM FROM MR. BRONSDON 

TO ik. HARVIE HERD WARKED 

SS IZREBEE oe 
MRe FRAWLEY: I might say, Mr. Chaijyman, that 
directly we received a copy of that telegram we asked 
for the refining agreement, what is referred to as the 
refining agreement, between the B. A. and the Imperial, 
that it be gent cut by air meil and that is new a its 
way i eitas mail and we will file that refining agreement 


directly it has arrived. Now I am calling ir. Coultis 


just for a moment. 


SAMUML COUITIS, having been re 
Callad, examined by Mr. Frawley said: 
Mr. Coultis, ycu are still under sath? 


Yes. 


I show you a Map and will you deseribe that map te the 
Commission please? 
Mr. Frewley asked that this map be exhibited for the pur+ 


poses of identifying storage tanks at the Turner Valley 


end of the trunkline only. 
THE CHAIR: Just a minute, if it will be per- 


tinent it should be now marked as an exhibit. It will be 


Rxhibit "78". 
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(AP PRODUCED BY THE WITNESS 
COULTIS HERE MARKED AS 
EXHIBIT "78"). 
WIT MBBS : May I way, sir, this map is 
hot in the detail cf these other mapss It 14 Hh dlaer 
map of this area vf the field. Part ef the lines and 
tanks are aotted lines, which indicate those lines and 


tanks did not belong to the pipe line division. A map 


now 18 in preparation showing only the equipment of the 


Pipeline division. @hat map oan be presented later but 


4% is now under preparation. 

THH CHATEMAN: When do you expect to have it 
completed, hir. Coultis? 

It will be sometime next week. There is a lut of detail 
work on ite I did not know that this map was expected. 
This tank is a 55000 barrel riveted. tank. . 

MaJUR LIPSETT: Mre Coultis, would it be possible 
to mark them with a letter or something so that we could 
check them when we are reading the evidence again? 

I can take this map back if I would be permitted to and 
insert each tank in on different colours in red if that 
weuld help, sir. 

MAJOR LIPSETT: That is hardly necessary. 

MR. FRAWLEY: | You mean each tank. 

Belonging to the pipeline division. 

Yes, beoause on this map there are tanks, storage tanks 
belonging to the Royalite Oil Company which.are not your 
responsibility? 

Yes. 

As a pipeline department? 


Yes. 
[. think that would be a good idea. 
It i8 not a good map to present as an Exhibit as it has 


other stuff on. 
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AS you proceed with (a) the big tank, you might just 
letter them, "A", "B") ana "co", that would perhaps 
anAwer just as well for now. 

All vight, we will start with the 55,000 barrel tank 
ab letter "A"; the 20,000 barrel tank OB Ct eee 
10,000; "D" 5,000; "R" 5,000; "F" 5,000; "Ga", "qr, 

“I® are all 2,000; "J", "K", "L" are all 2,000 rivetde 
teanke; "M" is a battery of 13+580 barrel horizontal 
pressure storage tank. I believe that completes the 
tanks. 


And all of the tanks which you have enumerated and 


Lettered are maintained and operated sy the pipeline 


division of the Royalite Oil Company? 

Yes. 

In connection with the operation of its pipeline. 

Yes« 

Its gathering system and its pipeline? 

Yese 

Are some of the tanks, if that is importént, are some ef 
tanks allocated only for uee for crude oil and some for 

plant product? 

Yes. 

That is just a matter of operating convenience, that is 

you do keep those products separate? 

Yes,it is necessary to keep each product separate. 

I do not want to go back to Mre Coultis’ evidence, when 

he told us so much very fully about the way the crude is 


moved. That is all I want, Mr. Coultis. Thank you very 


much. 

THE CHAIRMAN: Any quest ions? 

MR. NOLAW: No, my Lord. 

THE CHALEMAN: I suppose you may still want this 


Patter map of whish Mr. Coultis speaks? 
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C-Moore 
MR. FRAWL&Y: Yes, we would be very. glad to 
have it. 
THE. CHATRMAN: . when will you have it seedy 


Mr. Coultis? 
MR. COULTIS: By the middle of neut week, sir 
MR » FRAWLEY: | The next witness, I want to res 
call ir. itoore. 

CLARENCE MOORE, having been re~ 
called, examined by iir. Frawley, said: 

Q I show you some statementswhich I believe were prepared 
under your direction or in your office and can you just 
describe those to the Commission so that I can file them. 

b This is the statement showing the total stock of crude on 
hand covering 23 months, the year 1937 and up to and ine 
Gluding December lst, 1938. 

Q It is a statement of the crude stocks on hand at each 
monthend beginning January lst, 1937 and ending December 
lst, 1938? 

A That is correct. 

And divided into Turnor Valley crude oi], Turner Valley 

separator naphtha and Turner Valley absorption naphtha, 

and I see the woré "net stock" in brackets after each of 
thoge descriptions, was does that mean? 

A That means we do not count the water which might be in the 

| bottom of eee patie or the pipe included in the tank. 
MR. FRAWLiY: < offer that. 


Now this--- 
MR. FRAWLEY: I see, then there is attached a 


short sheet to thé statement you have referred to and 


what is the attachment? 
A. ‘The attachment gives the date of construction, the capacity 
in barrels and the original cost of the three tanks used 


by the pipeline company, all of which I can affirm to except 


the cost of the tank. 
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MR« FRAWLEY: This statement, my Lord, is 
a brief statement showing the tank, giving the same 
data with respect to tanks 3, 4 and 8, and those are 
the tanks you have rented a the Koyalite O11 Company? 
A Correct. 
Q Tank number 3, date of construction June, 1926, original 
o0B8t $51,164.15, capacity in barrels, 80,088; tank number 
4, date of construction, June, 1926, original cost 
gO1,153.16, capacity in barrels, 80,070; tank number 8, 
date of construction September, 1924, original cost 
$41,402.88 and capacity in barrels 42,000 barrels. 


A h11 of which I can verify except the cost. 


Wke FRAWLEY: I really think they should be 
Beparate. 
THE CHAIRMAN: Yese . Are you otherwise cer ify- 


ing the cost, lire Frawley. 


MR. FRAWLEY: Yes. This witness cannot verify 
the coat. 
foe CHAIRMAN : All right, we will take that first 
sheet. 
Q MR. FRALEY: I am told that this cost came by 


telephone from Mr. Mocdloskey? 


A Yes. 
MRe FRAWLY: Perhaps lire Nolan can help us. 
Re NOLAN: It is not a matter within his own 


knowledge He was 60 informed from Toronto and he provides 
that to the Commission, through him that evidence goes in. 
THE CHAIRMAN: And you consider the cost there 
represented as being exact. 

MRe NOLAN: Yes. 

THH CHAIRMAN: - Then the fivyst sheet will be Exhibit 
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(STATEMENT SHOWING STOCKS 
OF PETROLEUM PRODUCTS HSLD 
IN STORASH MONTH BY MONTH 
Hind} MARKED 4S EXHIBIT? 
W791) 


SHE CHAIRMAN: And the other sheet will be 
Exhibit "80"? 
(STATHuENT SHOWING DATE OF 
CONSTRUCTION, ORIGINAL cost 
AND CAPACITY IN BARRELS OF 
TANKS 3, 4 and 8 HERE MARKED 
AS EXHIBIT "80") 
MR. FRAWLEY: Mr. iioore, now so much for that-+-= 
THE CHAIRMAN: BeYore you leave that, are these 


the three tanks which refer to the rental of which we have 


heard, as being paid by Royalite to Imperial? 


MR. FRAWLEY: Just so, my Lord. 
THE CHAIRMAN: You might find that out. 
MR. FRAWLEY: Are these the three tanks with 


respect to which the $35,000 per year is being paid? 
Correct. 

Well it is suggested to me, Mr. Moore, tt you might be 
good Bneieh bo look at these statements and £ will just 
gall your attention to some thiags about them. Tealing 
with Turner Valley crude oil, Nr. Moore, you will see that 
each and every month included in the statement from January 
lst, 1937 to December lst, 1938, you are holding sizeable 
quantities of o1l, or at least these tanks are holding, yes, 
you. are holding in your refinery vard, very tonstderdble vit 
for Imperial Oil Limited, something each month? 

Yese 

And that so far as the British American,~ there are only 
two other people cr companies for whom you did hold any oil 
in storage, the British American and the Lion Company? 


Yes. 
Ana@ you will see you did not begin to hold any storage, any 
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oll in storage for the British American until July, 1937 
and on that date you held 2133 harrels and then in Aug ust 
you held 4000 and some and in September 4000 and some ana 
in October 1937, 4000 and some, in November 4570 and in 
December 1937, 4680. Then in January 1938, you hela 
4921, and then you did nos hola any oil in storage until 
August lst, 1938. Perhaps you might tell me why that was 
50? 

Because their oil was used up. 

Their cil was used up? 

Yes, it was either shipped to Moose Jaw or we had run it. 
Then were you doing custom refining for them in the month 
ef February, 1938, and March and April? 

Oh yese 

And May and dune and July? 

Yes. 

But their oil came in right from the pipeline into your 
refinery and you processed it? 

We processed it. 

Very quickly, without putting it in storage you mean? 
Yese 

ana then<- 


Well we held it in the tanks, lire Frawley, you know. 


But you didn't store it? 
You mean they have not any left at the first of the month? 


Yes. 

That is a a@ifferent question from the way you put it. 

Anyway I am glad te have that explanation, What you say now 
4s that in these months of February, March, April, May, June 
and July of 1938 you had storage in the tanks for the 
British American Oil Company, but on stock-taking dates, the 
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first of the month, you did not have any? 

Sure, that is right. The pipeline is not hooked to the 
still. 

No, the pipeline does not run into the still? 

No, that is right. 

You have no way of telling us that, perhaps it is not im- 
portant, but would your records permit you to say, I 
Suppose you would have to get down then to a monthly state~ 
ment, or a statement for each day of the month to show what 
oil you held in storage for them, it could be done of 
course? 

It could be done. 

And then on the let of August, 1938, you held 52,282 ber- 
rels? 

THE CHAIRMAN: Wag there a charge made for it 


during the month? 


MWR. FRAWLEY: There is no charge at all, you see. 
THH CHAIRMAN: No, that is right. 

MR. FRA#LEY: No charge at all. 

MRe FRAWLEY: And on the lst of September 1928, 


you had 39,793 barrels and then since the lst of October, 
at least on the lat of October, 1958, and om tine iat of 

Ne vember 1928, and on the lst of December 1958, your records 
shew you had no crude oil for them? 

Only on that date, on that date. 

On those dates? 

Yes. 

And the same thing applies to that? 

Yes, either it has been shipped or processed. 

Now dealing, that is your experience as to storage held for 
the British American Oil Company as to serude oil and there 
of going over the other statements although the 


2 nO usc: 


separator naphtna statecient shows you only held for them on 
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Ore day, On one stock taking date anyway, the first of June, 
1937 you held 147 barrels and the statement is blank for 
the other dates, and then coming te the last Classification, 
Turner Valley absorption naphtha, you only yeid stock for 
them on three dates? 

Four © 

On four dates? 

Yese 

The lst of June 1937, 338 barrels; the lst of October 1937, 
4109 barrels; the lst of November 1937, 1211 barrels; and 

on the lst of September 1958, 747 barrels. By the way, 
before we go on tc the Lion Company, lir- iloore, it looks 
like a stcnographer’s error here, you see "March lst, 19379" 
I just noticed it. 

That should be "1938"? 


Yes. 


THE COURT: lur. Frawley, we are coming back to 
absorption navhtha and it is sonetime now since we were 

going to get a glossary of that, how are you coming along? 
WR. FRAWLiY: It is sometime since I have spoken 


to my very able assistants bub we ure going to got. that. done 


some time. 


(Page 2013 follows) 
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Q MAJOR LIPSETT: | Those two months of 
August 1948 and September 1938, was there some apecial 
reason for that or wes that just because of the 
heavy through put that was going through in those 
months? 

4 Without being able to definitely make a statement on 
that, possibly their receipts were larger than their 
takings. 

8) That seemed quite an exceptional difference in those 
two months? 

A Yes. ‘Joell as a matter of fact we were not processing 
quite so much for their accvunt here, and then their 
takings might be larger at Moose Jaw. 

Q Mat PRA bay Just going back to the 
question the Chairman asked you a few moments ago, 
and I want to have it definitely on the record if 
you can tell us, was that a charge made by the Imperial 
Oil or by the Royalite if you know? I know the danger 
of taking you men out of your own department? 

A I know of no charge that was made by the Imperial. 

Q Either under the contract ixhibit "29", which is of 
Course, between the British Americun and the Royalite, 


are you able, as a director cf the Royalite, to tell 


us? 

A I cannot. I have not got the information. 

Q. Do you know of any charge that was made by the Imperial 
to the British American for holding of any stock in 
storage? 

A fo, 1 do note 

Q Now, passing to the Lion Oil Company, we find, it is 


just short, three days on which you had oil in storage 
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for them in how many months? 
25 months by the looks of things. 

Q On May lst, 1958, 2,240 barrels of crude held in 
storage for Lion Oils Limited, on Juno lst, 1938, 
there is an indication in rod ink of 32 harrols, 
which mcans that you owed the Lion O11 Company 


oe2 Darruls et thet timc, is thet soy 


L No, Ef would say they, owed mo 62 barrcis. 

Q Un yos, of course. 3 

A Pe 7Ould cherec thum up for 62 Dervoleyensors. 

Q, The regular figures are the stock Which yous re 
holding for thcom? 

A as, 


Q. And this rcd ink would mcan thrt thcy owed you 32 
DET VOLS 1 Decembcr lst, 1936, 2,790 Bee. 

A Gorrcct. 

Q Past is just bétweon Piva cnd Six thous:nd sp oreic, 
Gen you tcll me whether any charge wos mde fortis 
Vitor O11; Compeny for wording) in storego this vod7: 
shown on this statcment? 

r) Thore might hove becn if wc hed not purchescd this 
2,790 thet wns held on Deeembcn Ist, L368. 

Q You scy there might havc boon some chrrge if you hed 
not purch:scd th t oil. That wes purche sed by the 
Imporirs lL? 

4 VEGF 

Q, Mr. Plotkins wrotv you ssking you to less go tases 
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Gi But otherwise he would have been charged? 

4 I do not know what anybody else would have charged 
him, I know I would not, but somebody else might. 

8) Over at the Royalite?’ 


4 Yes. It vould not be us. 

Q Then why not treat oe just the same as the British 
American’ 

4 I c@nnot answer that because I am not familiar with 
their pipe line contract. 

0) Now without going back on anything we have covered, 
will you tell us about - perhaps you have, did you 
tell us when you were here in December about this, 
that charge to the Lion Oil Company about that 
transfer charge, I think the statement was that there 
was a charge of 6 cents? 

4 Any oil we delivered to the Lion Oil Company at their 
station is by pipeline, and for that service, we own 
the pipe line, and we charge them 6 cents a barrel. 
For any oil that we load on account of the Lion Oil 


Company for transportation, we charge them 5 cents. 


loading charge. 


Q If there is oil in these tanks belonging to the Lion 
Oil Company, and you have to bring that ané load it 
into tenk cers to ship, do you mean there is a charge 
of 5 cents a barrel loading charge? 

a) The same as we charge everyboty. 

Q =f the Lion Oil Compeny had oil trensfcrred to its 
plant you charge them 6 cents? 

A Correct, 

Q. And when you load that oil into tank cars for the 


British American, which they ship to loose Jaw? 
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Clarence Moore. ~20L6= 

A Yes. 

Q How much is the loading charge you make to them? 

4 we have only one loading charge. 

Q Five cents? 

A Correct. 

Q The British American just pays the 5 cents for the 
loading charge? 

A Yes. 
Pa COMA Tes IONSs Lies ore.: Would you Lind out 
exactly what that loading consists of? 

Q Mi. FRAMLEY: Would you tell the Commission 
what you do for that 5 cents? 

A ve take that oil from a tank and deliver it by pump 
into tank cars. 

Q You bring the tank car - the railway track runs quite 
close to your storage tanks? 

A It would not make any difference whether it ran clase 


or not. ‘We bring the oil to the tank car. It might 
be a distance of 500 feet or 500 miles. 
Q How do you do it? 
A Down there it could not be probably over half a mile. 


Vie do that by pump, pipes and pumps. 


Q You do: not teke it out in tank trucks? 
A No, nor do we flow it out. .e pump it out. 
Q You hive to got it under some kind of pressure to put 


it into the tenk cars. 

b Correct. 

Q MR COM ISSIONER LIPSSTT: And how much is the 
actual distance’ 

A It would depend, Sir, on the tank we were pushing 


4t out of, just what it might be. As far as the tanks 
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Clarence ftioore. . =e 
and tank cars, the position would probably be within 
half a mile of the same spot. ‘.6 have two different 
loading racks at which this is done, and they are 
not just side by side, and the tanks could be anyvhere 
on the area of the property that we are using and 
there is some, well offhand I do not want to meke any 
estimation just how far they are apart, but a matter 
of many hundred feet. They all have to come to tho 
one pump house, but separate lines from this tank. 

So that the distance would vary considerably as to 
where they might be, 

Q Moe Fhe ae Ys By the way,lir. soore, the 
outline has only three tanks there, tanks 4,.4 and 8. 
hen you get an order to load some crude for 

the British American to bring to its Moose Jaw 
refinery, do you teke it out of - ars you @eareful to 
tance At out of “only “tankseo,- 480r auc 
I may take it out of other tanks, but 
ee er aS Tee a, eet eS er omc 


my convenience, Sir. 


—— 


That is exactly the same as you said the other day 


that would be 


a —» =. 


a 


about taking it out of tiis common crude, and you 


draw whichever crude you think fit? 


Yes. 
When you move oil to the Bej] kefinery, which lies 


somewhere near the Lion Oil Refinery, doesn't it, 

do you use. that Regal pipeline to move the oil to the 

Bell Refinery?’ 

A That happens to be the two lines, Sir, that we do uss, 
The old Regel Lines. Those are the Regal lines we use. 

Q Do you use that to move the oil out to the Bell 


Refinery which lies alongside the Lion Refinery? 


- ° iva f ; ‘al AN ty 
Koken on : oe 
? 
oad ruow sor ksen: ite “en “ied oni 
Wes) 2 at 
: ae hae _ Rome ogy © 
eee sl) Owe grat S ee pe atin § 
mee . pee at) a aed ets ' ein i 
: a ; 4) ; ¢ af Oe | re ary te = : 7 A. ie Re ve a ahs Tie ‘biker 
‘s ees cy! ee a ge 


y 1 if vate ee , 
. . Se ay F . 


ae - th bs AS ae L Boe ae oN Ps : Ly Nib: ent pikie eee | 


ec 4 ‘ , a 
at pe (ee c Co) 
Vins We UT ran oe Keel hz! 
4 : ata 4 9 "Ea. oe? 
: a 4 sy ook ¥e 7 4 
pte i "8 " a. ae” “ ¥ 4a 1 aba, rh 
pad! Pye. <a ree Me: 5° ey er eet hig 4 | as A 7 
i be h ieee ate he vt tt tte 
. " = oo cae _ 
= * sh . v . le 
frie, od uy as sh cB ie ijk a 
sé) beaks Eee ee » ab eed 
a ye yy . tee, J i* : ry L 7 bi Ae - no 4 si oe be 
i 7 wee Bh ATES if A a WE f “3 
. brine we es ae 2 t : 
5 i ee 
Sia © Oe ee ee *. awrae ae <i. 


’ . Ai Sen ie a i ie ae , ‘ 4 ; Fine beat, Roore ., 
> ge mo 5 3a . ah oe s = ii oe ‘ast a ey, fe : 
ean ; ee eee " 
ioe Ais ait ais a ~te. 7 ‘Faas Pe ama’ Rew ao FO: 
Aree . me een ae 
ely ae Pe: D i ; ry ae ola 


se i 


soy 


ae) See here 2 hone. 
avehdatioe hr Sit Bs at wit: bei ~_ 
mee Se) OR eae Brace Base yaa vs cae 


ides cit hee On aap “Se, Ge cy ll Sent 


. ; : : 
PR ieee ws = 
: f ae on ~ 
se Sate ote ” : 
; ay 
ie eine: | oad Stew ent WA nae ae sa 
4c eer a as ‘ , - : 
Re teen ; 
Cae om Ee = 
- bie + % 
. OR tak wor ee? chet sae vi wsitite 
fa Age & ; } i‘ ve © or 
and ladies eile alk , uaa eae 
pe ou alia Pepe, uae ; La 
. . : 
; ie a es i Ree E 
> soe bess | . 
i eS Cote ? 
= 2 . nee 
rian zy * ped 
re) ‘ 
pee 2 : Cone 
Ba hy Tee erty 
Ape a | eine 
ee ae 4 . 
. Es 3 ee 
eo g™ An D 
. Sas r = 40 ; 
. A. Swat 
ee ie 
~Oee & ” 
. 5 .¢ es rah 6 4 y 
“ bg 
. dan 
. ee 


—_ 


bps) béwow' t acti cus |, eee ete Pe ie ie-eieaeeae y 
om e. - ar ate athso tamil ya is man ieee: al F vy 
aN eee 0 ae , pagan vesotion Nm. 


ee aka” be 
' hs 


ye  @ S (ta g Ag & 9 Bes ! BE) tit 


eee) 
Bee Re oe Pas 
; a 4 > 
ae -. x Wi 
, 
. 
Fh og ae 
Zi co Bie 1s 
ne ae coe 
ane ; 
> 
Rents 
134s ian 
MEE. TERE 
Sei 


a E b : ; i ) y 
Fico] adel eae eae pies 
ae Oe Oty 
4 ‘ - ie ae ? 


‘UM © Pa ang eid = q 4, a &. 


epg: cel E sini 


ead 
6 


Clarence Moore. -2018- 

A Yes. 

Q And what charge do you make for that? 

A 6 cents per barrel. 

Q It is quire clear, Mr. Moore, that is the charge that 


re) 


OQ 


on > Dp b& 


is made by the Imperial Oil Company and not by the 
Royalite Oil Company‘ 

That is cerrect. 

that is the revenue of the Imperial Oil Company: 

YES. 

You do not know what revenue you are credited with 
when you do the loading for the Imperial Refinery 

at Regina’ 

Yes. 

You do know about that? 

Yes. It is the same charge. 

You get 5 cents? Your plant out there gets 5 cents 
in the books from the Company for moving oil to that 
Regina Refinery? 

Yes. 

Now, Mr. Moore, you were also asked to ceme today and 
tell the Commission something about the matter of 
degrading of the product which Mr. Coultis dealt with 
last month. Would you be good enough just to make 
your statements? 

I was requested by Mr. Cottle to furnish two statements, 
end they are here, Sire The first one will be tho 
Degradation of Turner Valley Crude Naphtha at Calgary 
Refinery,Due to Line ‘ashing, Expressed in Barrels, 


by Months. 


This is a statement which is dated January 12th, 1939, 


EES 


adie a. ion 


T-1 
7 
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Refinery, Due to Line “ashing, Sxpressed in Barrels, 
Supplied Mv. Cottle. To give you an idea of it, 

Mr. Chairman, I will reed one line. January 1938. 
Turner Valley crude naphtha pumped 3,811 barrels} 
Turner Valley crude naphtha received 2,575 barrels 
and degraded to Turner Valley crude oil. 

4 That is Turner Valley erude oil. 

Q Degraded to Turner Valley orude oil 1,221 barrels. 
Take that one line and just tell the Commission whet 
that means in just simple 123 nguage? 

A in changing over from crude oil, Sir, tovtais otter 
product. 

G No phthat 

A Turner Valley crude naphtha, it takes so sany barrels 
to fill the line. That means that we are pushing 
out approximately so many barrels of oik between 
the Turner -alluy terminal and the terminal at the 
refinery, and by watching the line and determining 
by, in this perticula r case it would be gravity would 
be the best thing to find out when the change had 
been made sufficiently clear in percentage so that you 
could call it Turner Valley crude naphtha and we 
should then divert the line i the Turner Valley crude 
naphtha tankage line, to the crude oil tankage. The 
same thing takes place when Turner Valley crude tegins 
to push ont of the line to Turner Valley crude naphtha. 
So that any dervradation would be into the crude oil 
storage tenk. 

a) Well you mean the degraded producti 

A Would then go into Turner Velloey crude. 


Q So that it means in the month of January 4811 barrels 
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of Turner Valley crude were pumped and received by 
you, 2575 barrels of Turner Vallgy naphtha were 
received by you. 

f Just let me give you this. “e pumped Turner Valley 
crude naphtha 43811 barrels at Turner Valley. 


q At Turner Valley, yes‘ 


A we received es Turner Valley crude naphtha 2575 
barrels. 
Q Yes? 


A And 1241 which makes up the difference,being the 
degraded amount. 

Q Cr Ghau Lartvicuia r product you cal Lz 
Vell it would be in with our Turner Vaiiey jormice 
This other is absorption. 

Q THE CHAIRMAN: Vjould thet have the effect 
of making some elevation in the value of Turner Valley 
crude? 

a) Incidentally it might affect the number of operstions 
with Turnexs Valley erude naphtha too, Sir. 

Q Ue. PRA hey? In the refinery‘ 

In the refinery. 

Q THE CHAIRMAN: Me king too @ more expensive 
product, do you meant 

A Well it might make it more expensive. Yo. sight 
have higher losses in your operations. That is you 
may have to take stock on a different tower of 
operations to obtain your results. 


DOCUMENT IN QUESTICN IS NO 
MARKED JIXHIBIT "81", 


Q MR. FRAULSY: You have another statement? 


4 This covers the other production, absorption naphtha. 
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Q It is dated 12th January, 1939, Degradation: of 
Turner Valley Absorption Naphtha at Calgary 
Refinery, due to Line washing, expressed in barrels, 
Supplied Mr. Cottle. The first item is January 
1938. Turner Valley Absorption Naphtha pumped 44,419, 
and on hand in line Ist of month 2,498. Turner Valley 
Absorption Naphthe received 42,780, and on hand in 
line last of month nil. Degraded to Turner Valley 
crude naphtha 3,980. Degraded to Turner Valley eorude 
oil nil, a@nd your statemcont goes on. 


DOCUMENT IN QUESTION IS Now 
MARKED SSHIDIT "82". 


THE CHAIRMAN: We are now speaking of crude 

naphtha and ebsorption naphtha. I really think and am 

speaking quite seriously that we should straighten 

out this thing, otherwise the withesses will be talking 

about perhaps the same thing by different names. 

MR. FRALEY: Before the witness leaves - 

this is the first time I have seen that expression, 

Turner Valley absorption naphtha, is that plant product? 
A That is plant product. If would probably ecall it 

absorption naphtha, but you would be interested in 

plant product. 

THA CHAIRMAN: We will have to try and agree 


on some of these things. 


Q MR. FRA‘VLLY: Mr. tloore, is there any 
volum loss on this in connection with this degrading 
in any event? 

4 As far as degrm dation goes, no sir. 

Q hat is the breaking point at which you determine which 


product it is’, in gravity? 
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b In the case of absorption naphtha it would be a 
combination of grevity end colour. 

Q A combination of gravity and eclour; 

A Yes . 

Q WiiLl you just siste whet gravity? 

4 ell you would not want anything in your gasoline 
less than 25 saybult. 

Q, “hat about gravity? 


Ls The grevity would probably be degraded a few degrees, 
bus Stilt Nave 2o colour. 

Can you give Dr. Boatright an idea? 

& No, I cannot because sometimes the gravity of your 
ebsorption is different. You might be getting an 
82 product or an 86. 

Q From sxhibit "81" someone else has noticed for ae, 
there is no degrading after May 1938% 

fh No shipments, Sir. 

Q Now you have told us about the gasoline. Will you 
give us that break-off in connection with naphtha? 

A In that case possibly we would use gravity far a 
quick determination. 

Q And then what would be your guiding gravity there? 

A That would be according to what it was running, Sir. 
If you will look over the Turner Valley separator 
naphtha or the crude haphtha, you will find gravities 
coming to almost 210° Baume. 

Q And still within that renge it is called...... 
Separator naphtha. Within that range. So that would 
be determined more particularly by the gravity of 
the shipments made at the Valley that particular time. 


q THE CHAIRMAN: . Separetor naphtha? 
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A That is Turner Valley crude naPhtha, the same thing, 
Your Honour. I think that is more properly the term 
that should be used as it defines where it comes 
from. 

Q DR. BOATRIGHT: Mr. Moore, with reference 
to this naphtha that we were speaking about, how much 
degradation in gravity do you allow or do you allow 
any at all from the shipping? 

4 You @etermine quite a bit. You would. not want any wex 
in it, Doctor, into the separator naphtha. 

Q Il realize toate. Do you have any control, or do you 
just leave that to the judgment of the men who are 
making the switch? 

A Vell we have sight control and the colours are quite 
abit different at which we are guite sutisfied to 
turn it in. In my experience I find sometimes the 
degradation, that is thet we can afford to turh into 
the separator naphtha we will say a degradation of 
2° of Baume. However, that is something that is 
now out of the market, and it really probably won't 
affect us again. 

Q I realize that but I just wanted your information to 
Pinawous spol, 2b. You said ‘Baume, do you mean Baume 
OR Bik st 


A Kel ots Baume. 
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MAJOR LIFS&TT: Just so that I can.understand, looking 
at pxepio.y "Gl Tor the momen t, just to get an explanation of 
Gir 

Surely. 

ye Tirst figure there is "Turner Valley crude’. amounting to 
S811 barrels? 

Yes. 

That Was brought from the wells, I suppose, in Turner Valley? 
That was brought from the gas-cap wells, sir. 

Gas-cap wells? 

Yes. 

Well, then, that I suppose, is a higher price than the crude 
Om day 

Yes. 

When that comes up to the refinery, the gas-cap wells are 
eredited for 2575 barrels? 

NO, Sir, my tankasce cot credit for 2575 barrels. 

Of naphtha? 

Of naphtha. 

Nao Yasar “lin "turn; 1 suppose, is credited Dacki oethe welic? 
No, that was purchased in Turner Valley. 

well, what I wes wanting to get at was, is this 3811, the 
original figure, are the wells paid for that as crude naphtha? 
Yes. 

The full price? 

Yes. 

who takes the loss then on those 1221 barrels whioh is degraded? 
fhe refinery. 

I see? 


tS) thac aii, sir? 
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Clarence Moore. 
Thomas Humphries. 


PD 


fo = 


MAJOR LIPSETT * Yes, I just wanted to get that. 

DR. BOATRIGHT: - Have you any i1déa of the cost, due 10 
the degradation which occurs? 

ihe HOt, have not tried to work out anything oie, thay. 
And you make no attempt to correct for that loss in any way 
in your operations? 

Doel ws ej)USt i tne Operation. 

In other words, you take that as a loss in your over-all 
operations? 

Yes. 

And never segregate it? 

Pee OORT e ch. 

WAS FRaWLSY: Pewi li cad) Mr. Humphries: 


@eeecscervet8teevw7w7»7°7e re 88 6&8 eG @ 


THOMAS HUMPHRIES, having been first duly sworn, 
examined by lir. Frawley, said: 
ir. Humphries, you are the manager at Calgary Tor Frice, 
waterhouse & Conpoany? 
Yes. 
Chartered accountants? 
Yes. 
and auditors for the Royalite 011 Co:nany Limited? 
ves. 
And its subsidiaries? 
eS s 
and for the Imperial Vil Limited? 
Yee. 
And its subsidiaries? . 
Yes. 
Now, I am showing you sone statements which you were good 


enough to supply us at our request, Mr. Humphries, and will 
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you take the statements 4s I now hand them to you and describe 


them to the Commission fairly briefly and concisely? 

A These are extracts from statements prepared by Royalite Oil 
Company Limited at the end of each fiscal year, which are 
called the "Jersey Statements". Taey are prepared in great 
detail by the Royalite Oil Company in both Canadian dollars 
an@ American dollars for the purpose of consolidating the 
Royalite Account with its parent company's account; these 
are extracts, these particular extracts that the Commission 
auditor wished us to file are classified "Trial Balandes” 
for-t0e years ending December Slst, 1953, 1934, 1955, 956 
and 1937, and from memorandum statements prepared by the 
accountant of the caonpany for the purpose of estimating the 


eOsts of crude oi11 and other products. 


) THs CHATRMAN: YOu might take them one at a wime. 
Mets. (Eran Las Qs Yes. 
Q WR. Pha Lay: What you have in your hand relates 


wholly, I think, to the year 1953? 

A Yes. 
Will you just for the record then describe precisely what you 
are tendering, Mr. Humphries? 


A in cetail? 


Q No, just repeat that description, please, and then we will 
mark it. 
A The first statement tendered is called a classified trial 


balance, which is a list of the assets and liabilities 


classified under the different headings. 


Q For what period? 

A For the period ending December 3lst, this is at December 3lst, 
1933. 
THs CHALRMAN: Now, ir. Frawley, what I am getting at, 
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Thomas Humphries. 


b> 


are you seeking to sut in all of these 1933 statements as 
one Exhibit? 

ER. FRaWLSY: AS one uxhibit, because we have 1934, 
19:5, and so on. wWe Will offer all of the 1934 statements 
and just count the number of sheets there are, please, for 
the record, and 2 believe that will do for our purvose. 

The number of sheets in the December Slst, 1933, statement, 
in the classified trial balance, three sheets. 


Then there is something else there Which is going in as part 


of that same Exhibit? 


There aré siz sheets altogether in this Kxhipit. 

In addition to being classified trial balances, the sheets 
are what? 

The second sheet here is a statement showing the quantity of 
crude oil and other products on hand, and the estimated cost, 
and the dollar value of all other inventories on hand as at 
December Sist, 1935. 

That completes that? 

That completes the second statement. Now, the third statement... 
MR. FRAwLuY : Mr. Morrison has a suggestion jai. 
Chairman, which, if you will agree, we will adopt, that 

the witness letter these as he passes from statement to 
Statement, as we are going to put in the #xhibits, it might 
be well to letter them. 

Then we will call the slassified trial balance "A". 

THis CHAIRMAN: Toat consists of three sheets. 

MR. FRAWLaY: Three sheets altogether under "A", 

Mr. Humphries? 


Phares sheets. under “AT: "A", “AIN, end “Bat. ne wi eas 
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the second statement the inventory quantities and valuations 
As 
THiS CHAIRMAN: What is it called again; please? 
That is, + explained it. to. be the quantities ofperidesoilueand 
other oroducts on hand with thir estimated cost in value 
and the dollar value of all other inventories. Now, the third 
statement which I will identify as "c", just shows the income 
by departments from products and pipelines, for use in 
computing the cost of producing oil. 
Very well, the next? 
The next statement, which will be called "D", this statement 
shows the direct and indirect expense accounts applicable to 
the cost Of production and piping, showing application of 
expenses split by percentages, calculated on the basis of 
income by products. 
That completes all of that Exhibit, does it? 
That completes the whole of the 1933 Exhibit. 
MR. FR:wWLLY: Then we offer the 1933 sheets as 
Benet" SS. 
(Sheets relating to year 1933 produced 
by the witness Humphries here marked 
isda mee iii AS hel aan 
iis CHATRE AN: 4nd those have all been lettered by 
the Witness? 
MR. FRawbsY: Yes, my lord. 
MR. FRAwWLSY: Now, will you do the same with this 
statement. Now, are you offering the same kind of sheets 
of statements with respect to the year 1934? 
These are Similar statements for the year ending December 3lst, 
19354. 
UR. FRAWLSY: I offer. that, my Lord,. and We, wild 


mark that as Exhibit "84". 
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(Sheets produced by the witness Humphries 
for the year 1934 here marked as 
Exhibit "94", } 


Q WR. FRAWLEY : Mir. Humphries, if you would be good 
enough to run through Exhibit "84" and letter them as you 


have done the others, 


Q THs CHAIRMAN: the same number jot sheets in tii aii 
Humphries? 
A The same number of sheets exactly. 


(Witness here letters sheets included in statement Exhibit "84") 
Q MR. FRAWLEY: Now, I show you similar statements for 
Tie eycaraiJOow they are similar, are they? 
A Yes, these are the same. 
(Sheets produced by the witness Humphries 
for the year 1935 marked as Exhibit 
nag ) < 
Q If you would mark them, please, Mr. Humphries. 
(Witness here letters sheets in statement Exhibit "85",) 
Q I show you what appears to be similar statements for the 
year 1936, are they similar statements? 
A These are similar statements. 
(Sheets produced by the witness Humphries 
for the year 1936 here marked as 
Bed Spab 86" 4)) 
Q You might be good enough to mark that now. 
(Witness letters sheets of statement Hxhibit "86".) 
Q Now, are the sheets I am now showing you Similar sheets for 
the year 19357? 
A These sheets are similar sheets. 
| (Statements produced by the witness 
Humphries for the year 1957 here 
marked aS Exhibit '87"} 
Q Will you please mark that also. 


(Witness letters sheets, contained in statement Exhibit tern, ) 
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Thomas Humphries. 
Kenneth J. Morrison. 


ff of 2 = £ So 
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MR. BRAWLEY: That is everything. ‘thank you very much. 


I will call bir. Morrison. 


Ge (0 (8) 6 @ 16,8 'e @ oe eeeseee ee? 


KENNETH JOHN WORRTSON, having been first duly 
sworn, examined by itr. Frawley, said: 

Mr, Morrison, you are a chartered accountant? 

Yes. 

You are a member of the Alberta Institute of Chartered Accountants 
I am. 

And you practise your profession where? 

In the City of Calgary. 

How lon’ have you been a chartered accountant? 

Since 1923. 

have you nhadesmerexperience in the kind: Of °works une 
analysis of accounts and records of companies: similzr to 

What you have undertaken in this case, have you had work of 
that general nature before now? 

I have. 

And have you from time to time been called unon to offer that 
evidence in courts of law and before Commissions of this 
kind? 

Well, not in connection with exactly the same kind of (Ghiae, 
pipeline rates. 

Not in connection with pipeline rates, but in connection with 
the investigation of books of account for the purpose of 
obtaining certain material therefrom? 

I nave. 

And with reference to making submissions from those statements 
to courts and Commissions? 


I have. 
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Now, have you made an analysis of the books and records.of 
the Royalite Qil Company for the purposes of ascertaining their 
experience in the operation of this pipeline and for the 
purpose of making submissions to this Commission? 

I have examined certain of the records of the Royalite Oil 
Comsany pertaining to the pipeline department of that company. 
I have not examined all of the records of the Royalite Oil, 
only those pertaining to pipeline operations, which is really 
just a department of this Company. 

It was only the pipeline department of the Company that you 
were primarily interested in? 

That,.is ‘correct: < 

And you confined yourself, therefore, to the pipeline department? 
fo did-. 

and did you incorporate the results of your investigation into 
a report? 

Mes,  i-theve. 

And have you that report there now? 

Yes. 

MR. FRAWLEY: IT wild now offer Mr. Morrison's report 
and have it marked as an Exhibit. 


(Mr. Morrison's report Bee Re and 
marked as Exhibit "88"... 


WR. FRAWLEY: Now, Mr. Morrison, I think you had 
better proceed to make your submission t tirts Commission 

by reading your report and by making such interpolations 

as you think you should. 

MR. NOLAN: Now, Mr. Chairman, it will facilitate 
matters greatly if I were supplied with a copy of this report. 
MR. FRAWLEY: Yes, it certainly would. 

MR. NOLAN: IT have not had one yet. 


(Copy of report handed to tir. Nolan. ) 
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MR. FRAWLEY: There are only eight pages in the report, 


but there are more than that, I mean the attachments? 

A This report, Mr. Chairman, is addressed to Mr. F. G. Cottle, 
Chartered Accountant, Accountant to the Royal Commission 
on the Petroleum Industry, Calgary, Alberta, and it is dated 
the 9th of January, 1939. 


MTearsoll. 
In accordance with your instructions, we have examined 
certain of the books and records of the Royalite 041 
Company, Limited, for the purpose of obtaining informa- 
tion relative to the costs of gathering, handling and 
transporting oil in Alberta by pipeline. The specific 
matters under consideration are contained in the 
"Programme of nqqgiry' as follows: 
. (ob) Gathering, handling and transporting in Alberta by 
) pipeline. 
Coste ster Vda. 
I do not know, sir, whether you wish me to read the detail, 
that is already done in the programme,which I think is in as 
an Exhibit. 
Q Mr. FRAWLEY: No, I think you might as well read it, 
and it will be completely in the record then. 
A Very well. 
"Netermination of the cost and to that and enquiry into 
the factors which are now and-or which ought to be taken 
} into account in determining cost. including consideration 
or: 
Capital investment in Alberta; (1) (4) 
Operating costs; (1) (b) 
Any other relevant costs; (1) (bd) 
Whether either with regard to capital investment or 


operating cost or any other cost any expenditure is 
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incurred or charges made which is either wholly or 

partially unnecessary or is not. essential or is not in 

the public interest. (m) 

Determination of what the fair and equitable cost 

should be.(da)"” 
TH CHAT RMAN: Mr. Morrison, before you proceed for 
the purposes of the record I think it should be made clear 
that what you have just read under the heading of "Gathering, 
handling and transporting in Alberta by pipeline” is taken 
from the programme, I think, produced to you by Commission 


counsel? 


Q The lettering to which you have adverted at the end of every 


sentence or so has reference to the letters in the Commission 
itself? 


That is right, Mr. Ohairman. 


Q All right, 


"Rates,(price) (1), (41) 

The rates charged for the gathering , handling and 
transporting from Turner Valley to..Calearys 

Whether any charges made in’ respect of gathering: 
handling or distributing are excessive or unreasonable; 
Whether any expenditure incurred in or incidentally to 
the handling, gathering or distribution is either 
Wholly or partially Unnecessary or which is not 
essential or is not in the nublic interest; 

Profi ior losses: (1) 

What the fair and equitable rate should be. (dl) 

We submit herewith the following statements Which have 
been prepared from the material*eontained in the records 
of the Company, together with such othér information 


which had to be obtained from other sources." 
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And those statements are enumerated. 

"1. Jomparative statement of cost of handling, gathering 
and transporting oil, in eer 5 per barrel, atv varying 
rates of return on invested capital for the nine months' 
period ended 50th September, 1938." 


And for the purposes of convenience, iir. Chairman, that 


| statement is numbered 1, following the report. 
"2. Summarized statements of revenue and expenditures 
for the years 1934 to 1937 and for the nine months 
ended 50th September, 1938, on the bases of depreciation 
or from five-to thirty years and on the basis of 
depreciation as shown by the books." 


These statements for convenience are numbered from 2 to 5. 


| MR. FRadLoy: IG occurred to me, Mr. Chalymany, 
you might like to do what 1 have done, and make a notation 
that the statements, the summarized statement of revenues 
you will find are sheets Nos. 2, 3, 4 and 5 in the attachments 
to iy. Morrison's revnort, just as a matter of convenience, 
Perhaps if you start at the beginning, No. 1, that is No. l, 


you will see what I-mean, sir. 


TH: CHALRMAN: Yes. No. TF is No. lL in the statenent. 
MR. FRAWLSY: Yes. 

THE OHATRMAN: But when you come to No. 2. 

WITN.SS:;: It comprises sheets & to 5 inclusive. 
THE OHATRMAN: They all come under the No. 2 in 


your report? 

A That is correct. 

WITNESS: No. 3 in the report is "Summarized 
statements for the above mentioned periods’ that is for the 
years 1934 to 193” inclusive, ‘showing the return on ca pital 


invested", 
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and those are referred to as statements 6 to 4 inclusive. 
Item No. 4. "Individual detailed statements of revenue 
and expenditures (direct and indirect cost only} for the 
periods under review." 

and those aré the statements Nos. 10 to eal inelusive, 

"6, Statement showing details of administration cost.” 
And again for the same period, and that is statement No. 22. 
"6. Statement showing details of invested capital as 

at 30th September, 1938." 

And that is statement No. 23. 
"7, Statement showing details of sundry assets as at 30th 
September, 1938." 

And that is statement No. 24. 
"8. List of charges, showing dates, for pipeline trans- 
portation." 

And that is statement No. 25. 
"9, Statement of oil movement by pipelines, showing 
deductions and line losses for the vears 1933 to 1937 
and the nine months ended 350th September, 1938." 


And that is statement No. 26. 


(Page 2036 follows). 
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Kenneth Morrison 

THE CHATREMAN: Throughout you fixed upon 
the 30th of September 19358. fre any records 
available subeequent to that? | 

A No, J will explain that, Mr. Chairman, in that when 
we commenced our work the period to the 40th was 
the last balanced period whichwas available to us, 
Anac therefore, the statement we had prepared on that 
basis. That is the only reason for taking that 
date in 1938. 

Q. Vell now, when you are making your report in January, 
February or some time, one hopes January, you will 
be able to tell us whether there is any radical 
difference since that date or do we have to report 
as at that date? 

v) There is one factor that enters into all of these 
statements, and that is the lifetime that we are to 
use for the purposes of depreciation. If that were 
determined prior to any further figures being required, 
we could make a comple te statement whenever the 
records are available for the year 19357. 

Q MR. FRAWLAY: 19238 you mean. 

A 19358, I am sorry, showing exactly what the position 
is for the whole of that year. 

Q THE CHAIRMAN: What I am getting at is, 
when we come to make the present report, can we not 
get nearer than September 19387 It might not be 
because of the difficulties in connection with it. 
MR. FRAULAY: Perhaps Mr. Morrison could 
té637 use This is today 

Ma. NOLAN: Friday the L3th. 

MR. FRAWLSY: The 13th of January, and- 

are the records, have the Royalite Oil Company got 


their records complete up to the Jlst of December 
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Kenneth Morrison. 
1938, similar to the statements you have used up to 
the 30th of September, 1958? 

A I do not know. The only inquiry I have made was in 
respect of pipe line losses. The day before yesterday. 
I 'phoned and the figures were not available at 
that time. Yesterday afternoon I obtained a figure 
for the pipe line losses for the last quarter. These 
figures are made upAs to the rest of the other records, 
I have no knowledge just what position the accounts 
are in. 

Q You only yesterday received the pipe line losses for 
the three months October, November and December, 
which you head not gone into or which were not available 
tO you? | 

A They were not available to me and they were given 
over the telephone to me yesterday. 
MR. NOLAN: It seems, my Lord, one of 
the difficulties arises out of the fact that the books 
are not closed until some time after the end of 
December 1938, and that occasions a delay until, I 
understand, about the middle of February, about 
February 15th before the books are completely closed 
@nd all the entries made. I suppose that is almost 
inevitable with a Company? 

A Oh yes, it is quite the usual thing with a Company of 
this size, some time must elapse. 
THA CHALTRMAN: I suppose Counsel might get 
in agcord if it be in consonance with the truth 
that the deductions made in respect of the figures 
which will be the subject of discussion here, are 


relatively applicable to the following period with 
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Kenneth Morrison. 


respect to it, at the time we will be making our 
report. 

MR. WOLAN: Yes. Of course, ay Lord, 
all this evidence and these estimates that have 

been brought before you are based on 5,500,000 
barrels of through put per year. Now experience 
alone will tell us what the through put is going 

to be in 1939 or 1940, and that is one of the real 
difficulties in this case, as I see it, and one upon 
which somebody must come to the assistanse of the 
Commission, because I am sure they feel the difficulty 
es much as 1 do. It is simply this, if we go ahead 
at 5,500,000 barrels, and reduce it to 15,000 barrels 
per day, as being the market requirements, we are 
assuming and anticipating that will be the amount of 
ths through put for the next year. Now we do not know, 
and it is very difficult to make any prognostication 
on what happened in 1938 as to what the requirements 
will be for the year 1939, because there is enough 
evidence here now for the Commissioners to know that 
such matters as the crop and purchasing powers of the 
people in the ‘Jestern prairies has a great deal to do 
with the amount of crude oil that is required to be 
purchased and brought through this pipe line. 

I am worried Ease that phase of it, because I do 

not see how I ean be of assiStance on that point. 

It is something that Mr. Frawley and myself should 
take time to consider, because a moment ago the 
Ghairman suggested we might be able to deduce from 
what has teken place what will take place, even 
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PLoS Vine. 
TH: CHAIRMAN; No. €, of course, will Bave 
to make such inferences as.we think we properly 
Should, insofer as we have not direct evidence upon 
any particular point. But 1 did not mean that, iar. 
Nolan. I am quite alive to the difficulties you 
mention. ‘hat I had in mind was this, the accountants 
apparently are prepared to state. as at the end of 
September 1968. Now it occurred to me probabby there 
Was no radical change betveen now and then, in this 
information which would make their inferences or 
conclusions wrong for present day calculations. Perhaps 
it would. But that is somthing, 1 suggest, Sounsel 
and the accountants can give a little thought to. 
In short it may be indeed - and if so we will deal with 
it that way - we will have to predicate our conclusions 
upon the figure arrived at at September 1958. But if 
without too much trouble it could be brought up to the 
present or nearly up to the present, it is desirable 
or it is even desirable if the accountants can agree 
that no very different pieture is presented in the 
meantime. 
Ma. NOLAN? I think perahps that is the 
way to do it. It is a matter of great difficulty to 
bring it up to date before the books are closed, 
and the entries made. 7 

A It would be to the end of Decemter, but I am wondering 
whether or not it would be possible,it would be possible 
to bring it up to the end of November. It would only 
leave one month. 


Tid CHAIRMAN: Then there seem to be two things 
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gan be done, either bring it up to the end of November, 
the records being available to do it, or if the 
accountants agrees there is no great difference or there 
is ea great difference in the remaining period of the 
year. It will permit of our reporting to His Honour, 
as to present comditions instead as of Septemter last, 
if there is no radical difference disclosed in the 
accountan¢ey, and we would be spaaking of things that 
are rather than in respect of matters that are past. 
If there is no radical difference it would simplify 
things greatly. 
Ma. FRAVLSY: It may be that the Oil Company, 
knowing our anxiety and knowing the point on which we | 
need it, that they can do something to get in these 
entries which Mr. Morrison might desire - these indirect 
costs for instance - and close it up to the end of 
November. 
MP. NOLAN: I do not know why it takes six 
weeks to close the books, but it does? 

4 Yes, that is not an unreasonable 1¢ngth of time for a 
Company of this size. 
MR. NOLAN: It is not that we are slower 
this year than in eny year before. 
THE CHAIRMAN: | I do not think there is any 
suggestion that you are not assisting the Coimission 
all you can, but I suggest that some little thought 
be given to this. ‘Je would prefer not to report to 
His Honour as at the end of September last, if we 
can more nearly come up to the present time. 
MR. FRAWLEY: You do not mean, hir. Chairman, 


that there should be any delay in Mr. Morrison presenting 
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you with his conclusions as he has reached them now. 

THS CHALTRIAN: Nog, not.at all. 2 would 
Suggest, Since the Royalite accountants and bookkespers 
know What has happened, even though they have not taken 
it off, may provide én accounting that they might be 
able to tell through their Gounsel and to this Commission 
such inferences @s you may see fit to draw - that is 

our responsibility what inferences we make - are as 
applicable at the end of December as they were at the 
end of September. 

MR. MOLAN: Or are not? 

THE CHAIRIAN: Or are not, as the oa se may be. 
Counsel have asked us to adjourn early today, so we 


will adjourn now until 2.30 o'clock. 
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& Pete Session 
MR. NOLAN: Mr. Chairman, you intimated thid 
morning there were one or two matters you would like to 


discuss with Mr. Davies. ie have Mr. Davies here. 


STANLEY J. DAVIES, having been re-= 

Called, examined by the Chairman said: 

vo Mr. Davies, I took occasion to ask Mr. Link when he was re~ 
galled as to the impression he desired us to gather from hig 
evidence as to the life of the field and I put it to him in 
this way that the effect of his evidence was that in his 
Opinion the field had a life of two years certain, probably 
three years, but that there were some 10,000 acres that he 
did not take into account in expressing that opinion which 
might or might not prove to be produstive in the matter of 
oil. Now Mr. Link replied that was exactly the impression 
he wanted to leave. Now whatever «effect we may give to any» 
ones evidence, we want to be very sure we understand it, 
and what I want to be clear on was, while your figures as to 
the life of the field agreed with his in the main, is it 
true that you toc did not take into account this additional 
acreage which may or may not in your view be productive of 
cil. 

A My Lord, I covered in my report the amount of additional 
acreage, some 13,000, in my evidence. 

Yos. 

A And in my evitionce I indicated that my opinion was that the 
average production cf that additional acreage which might be 
considered Pe ae not yet drilled, would be in the 
amount of the Pee caval I gave for the proven acreage, 
80 I woulé include that, in considering the lifetime of the 


field dependent upon the rate of withdrawal amd the rate of 
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drilling. There are additional barrels to be withdrawn 
from Turner Valley. The two unknowns are the rate of 
withdrawal and the amount of drilling thas takes place, 
both essentials to arriving at how long that field will 
last. 

Q Yes. Supposing the withdrawals were at the present rate, 
which has been put at 15,000 barrels a day, are you ina 
position to express an opinion as to that? 

4 May 1 ask my counsel a question, and that my Lord, brings 
“wp a very important point. 

Q Yes, certainly. 

(The witness here consults iir. Nolan). 

A You mentioned, my Lord, a figure of 15,000 barrels a day. 
Yes, I just took the figure which was used generally. 

The present rate of withdrawal is 12,500 barrels a day from 
the crude oil area. Not all of it comcs through the pipe~ 
line. 

YeBb. 

a In the efficient operation of the field, and well, ona 
number of wells with which I am quite familiar, another rate, 
which through the year 1939 might be set, a figure which was 
not 15,000 barrels a day. 

Yese 

A The additional acreage as I said has yet to be drilled. at 
the rate of drilling, the rate of drilling will affect the 
decline in the present wells. During the year 1939 and sub- 
Bequent years, that rate of drilling, - I estimated it would 
take a minimum of 30 wells per year, that again affects the 
lifetime of the pipeline system. 

Yes. 
I distinguished between two things, the revenue which is to 
acorue to the pipeline and the lifetime. 


Q Yes, but what I am concerned with at the moment, I quite ap- 
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preciate your point, but I wanted to be clear about your 


evidexce on the oil reserves in Turner Valley, you under- 


Btand? 
4 Yes. 
Q I gather from the number of experts who have spoken here, 


that it is the ordinary thing for those capable of doing 
it, professiona men, to estimate reserves even although 
the drill has not proven them, is that in your view oor 
rect? 

A My understanding of the, my opinion is, that you distin- 
guish between the two» One is a proven thing. Now I 
gave the figure from 25,000,000 barrels, that is absolutely 
proven in my opinion. 

Q Yes. 

I gave as the possible area which I myself think will be 
productive. 
Yes. 

A Seme additional 13,000 acres and the rate at which it would 
produce on the *verage with efficient operation would be 
something in the neighbourhood of 6800 barrels per acre, 
that is the average. Does that answer the question? 

Q Yes I think it does. 

T> come to a definite number of years, I do not think any- 
body can say, my Lord, at all, because we are dealing with 


drilling programs which involve some 450 wells. 


) It is a matter of arithmetie to work out the number of years 
if you agree that there is a certain withdrawal. ,\ we 
nn 


Gt Ww 6 
Certainly my Lord. | cK pena 
C4 
Q MAJOR LIPSETT: And if there is less than 15,000 
per year, if that production is reduced to 12,000, that 
would really make whatever estimates you would give more 


conservative? 
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S It would lenghthen the lifetine, my Lord, but it would 
decrecse the eurning power. 


Gq Oh, I agree. 


THE CHAITRWAN: It would decreese the earning 
power? 
q wmAJOR LIPSiuTT: The earning power of the pipeline. 


A, 15,000 barrels « day at 1O¢ a barrel or 20¢ a barrel, amounts 
to sO much money on an average throughout the year but 
20,000 barrels a day at the same price is so much more money, 
50 thet in any one year if it is 15,000 barrels a day at a 
certain rate, which is now 15¢, you have so much total gross 
income for that pipeline. If you reduce it to 10,000 barrels 
aday you have the corresponding operetion of expenses and 
interest and amortization and all the other factors continu+ 
ing, Dut the Less gross revenue, and therefore I am not in a 
position to say what actual lifetime that the Turner Valley 
field may have. I visualizs a greatly declining amount, of 
Oil, perhaps to the tail end of the lifetiae being venv | 
small, where you aight get 5,000, perhaps 3,00U barrels a a 
going through the pipeline. 
& But I take it that, even as 1 think you have aqone satisfact- 


orily, you see if there be a given rate of withdrawal per 


year? 
A Correct. 
ed Then the lifeti.ie could be estimated on that. basis? 
A And thet~--- 
Q Whatever it may be in a money way, the pipeline has that life- 
time? ee : 
ei ia 


A That is right my Lord, and that rate of withdrawal is a matter 
6 a ne 
of efficient operétion of the well, not market requirements. 


Q Yes. Anything else? 
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MRe NOLAN: I was just going to ask Mr. 
Davies if the rate of withdrawal did not also depend 

upon tkers being enough new drilling done in this Valley 
year after year to maintain this present figure of 5% 
million, as yeu gay? 

Oh certainly. 

You took ae an approximation 6,000,000 barrels a year? 
Yese 

And you took 32 wells? 

Yes. 

$165,000? 

That is vight, 30 wells I think. 

Which vequired a drilling committment of something in the 
vieinity of g4.700,0007 

Close to ¢5,000,000 a year. 

To maintain the present rate of production? 

That is quite right. 

THE CHALTRMAN: Quite so. We are not losing sight 
cf that at all, that it costs money to drill wells and 
somebody must get a return on that, but that is aside from 
this point alt-gether, 

DR. BOATRIGHT: Mr- Davies, just reviewing the 
figures which you have just given the Commissioner, as I 
understand you. there are some 13,000 acres, just rough 
figures, “rom 13,000 acres in addition to the 43623 I bel-= 
jeve upon which you think, or which you think is probably 
productive of oil and will be in the future? 

Yes. 

That then figures out, multiplying, using the figure 6800 
barrels, multiplied by 13,000 makes a figure of 88,400,000 
barrels as the probable productive oil from that same 
13,000 acres, which added to the amount of 25,000,000 barrels 


which you estimated for the proven area gives a total of somer 
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thing over 123,000,000 barrels, which you feel will 

probably be the ultimate production from the field. 

I do not know whether that multiplication or addition 

a UR cna olay) there. L d0U05 1%. 

THE CHALRMAN: Perhaps if you figured it your- 

self, you might go Shrovgh that again slowly. 

DR. BOATRIGHT: Yes, my Lord, these are the 

figures IT used. I made a mistakes in multiplying but I used 
the figure of 14,000 acres. 

Yes» 

And 6800 barzels per acre. 

Yes, just let me multiply that now, 88,400,000. 

That checks with the figure £ have. Now in addition to 

that [ understood you to say you had estimated about 25,000,000 
barrels as being your proven area? 

Of which some 8,000.900 was prodused, so we would have 
25,000,000 and take away 8.0900,000 which would be 105,400,000. 
Something over 20 years at the rate of 15,000 barrels a day, 
not going ints the merits of that figure, but at the rate set 
at 15,000 barrels a day from the field, then that would make 
your probable, what you believe the field will actually pro- 
duce. providing it ia drilled out and providing it is produced, 
but you think the reserves are actually thers, the available 


reserves are there. then that would amount tc something over 


po vears, 20 and a traction years? 
dividing 5.5 or 5,000,000 inte 105,000,000 would be 21 
Tae ge RE eae ee NS ree ane heh h) sae 


CE a | 


MAJOR LIPSETT: Pp oe ono 
113,000,000. aking away 8, no, it would be 105. 


Yes, 


THE CHAIRMAN: That gives us how many years? 
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Dre BOATRIGHT: It comes out to almost 21 years 


I believe. f 
THE CHALRwAN: Is that correct? 


That 105,000,000 barrels, and taking the withdrawal, 5,000,000 


barrels a year, would give exactly 21 years. | 
THE CHATRiusA N: I just wanted to clear up that part / 
of your evidence. I | 
Would that be all, my Lora? | LH 
Yes, unless there is something élse. a 
DRe BOATRIGHT: There is one other point I would 

like to bring out with regard tc Mr. Davies! testimony. 

THE CHATRIMAN: Yes. 

That was this fact of drilling, your supposition concerning 
whether it would be profitable to. spend 5,000,000 or some 

figure like that in order to arg this rate of 15,000, 000 
barrels a day which in your opinion it wculd be necessary to 

do, in the event that the recovery per acre were two or three 
times the figure of 6800, which you assumed, then there would 

be no doubt in your mind as to the practicability of drilling 
that acreage out, is that beeresr 4 

No-« | 

Understand, I am assuming that the field, instead of having a 
reserve of the figure of 6800, waich you estimated, for the 
purposes of this queation let us assume that the actual 
recoverable oil per acre Eeeona ious the producing acreage or 
the probable productive acreage will range between 15 and 20,000 
barrels per acre, just assuming that now for the purposes of 
this question, then in that event would it or wuld it not in 
your opinion be feasible to continue to drill out the field 

at a rate sufficient to contain 20,000 barrels per day, it 


would be economically feasible to do it under those circum- 


SBtances. 


ah? 
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r) Zt would like to answer that question in this way, that 
the Royalite Oil Company only pa: 10% and 12% royalties; 
where you have these High royalties of 25% L find it very 
difficult on even a very good well to see where the share~ 
holders can make money out of it, and I think that the 
answer to a question gets tied up with the method of 
financing in Turner Valley and that we will have to have 
some more, some goundex msthod of financing these wells 
in the future than we have had in the past. It would be 
more profitable, I will agree with you there, at 10,000 
barrels than it will be as 6800, and still more profitable 
at 12,000, but still when you are going to pay, as some of 
them do, 25% gross royalty and then so much promotion stock 
on top of it, you have a tery difficult proposition for the 
Shareholders to make any money out of it. 
Q You will agree to this, will you not, that so far the field 
has been developed regardless of the recovery per acre, it 
had been developed to-date. now then, if the recovery per 
acre in the Royalite's opinion justified these expenditures 
now and if it is shown the; inssead of being 6 or 7 thousand 
barrels per acre recoverable oil. there, there is over twice 
that much then it would certéinly indicate that it would be 
profitable to drill the balance of the acreage, + whether or 
not it will be Grilled is ancther thing of course, but the 
fact nevertheless remaias that they have drilled to-date and 
their opinion as expressed by ir. Link and by you is that 
there 18 something around 7,000 barrels per acze? 
Yes. 
The actual figure I am not of course quarreling with? 


No . 


oe eS 


But if they are willing to develop the acreage and so far they 
have on tit basis, if it finally shows there is 15 to 20 


thousand barrels per acre, you would recommend that they drill 


vse =. S = . ri wis Ae. 
i 3 i ¥& 
~ ott —, t ~ 
aN wa¥ ‘ 3 oe ot . : 
we S Reaiag oe 7 “ ' . =: ‘She 
ed oo ‘ eA fee s = aa +4 x 
= a J . . ¥ - © a a oo 
aa k ~ ‘ 3 “Ss A “4 F 
~ » : . 3 
i Fond 2 : F re on s ee aa Fas ade Pe 
Sc ~ ee : ea ee * “ry a) Pr = 4 % ; ; 
wt ; : = ba ae e ™y : 
é < : ec x = rs ~ ©. . = = oa vs ve ’ 
i ide a New : ; og bs = Py 7 ‘ 
:- “= er 4 ae Pde ieee ‘ . ime ¢ Par Z + neg 
‘ . - es . 4 ae opts ~ * = ax . i x hes me 
2 an ke na ei os 
is ‘ eth ~ Roa ~ hae « dee a d 
oa fas a4 4 fF = c= a; a 3 rh” Heer 3 baad « . 
> a = cian i ig i ; « ‘ 
Ne : 5 we * Som x Bice Ca: +f 
= eee - = . —- = = Pr 
ee a . : oe + ef . 
n Tite cd 4 eee ’ = 
Nee ¥ Qe a - os foe Sse “ 
> * a *. van | a ‘ a ’ a 
. . = % ‘, es ea = 
’ a oN s 
: a ne . : i : mae ; x 
- a 4 = 
. > - 
‘ a 3 3 é 
ae 5 5 ot 5 ~ F -¢ ~ 
pone ’ a led ie - ’ ose ies 
hm ee 
“ t “e ie [7s ae ‘ ha) 
or 22 F ee os we - : ¢ i. G 
5 re! aap es coe = + 5 = = ai zy é : ah v's . aa 
* a K 5 : " ‘ . - = : * . are i 
pres : ; Nice fe rai be te : = oat ces 3 
Shiu ae 5 Ue or : 4 : me maf, ie 
7] : : Ree : we 
7 ie is : yes =i r 
: ‘, J > = 
t ; oe ; at ‘ i . 
ne: oy 3 ee a an 
ams aah = an Es = $ 
: ! “ s a ch ~ on hoa 
aa : 2 oes . . ‘ “ 
he : « ‘ nt 2 
ee s i + a - et 
‘ss nied . - 4 on 
z ae - ts wy Kade ‘ com ‘ = amd ‘ 
a a a tal “ - B : i ie A 2 
~ Te Sas S S “- 
Le ore Ao % F peas Z 
~ oe a 3 » = 
eae - cae os 4 y E = s : % ee 
5 = Ee tie s = . 
. an he , 
: ' d ine e . 
. we 4 a r - ~ ~ = . a 
J - ee ~ pad 
sa 4 a7 ; m ‘ : 3 { “ 
=< es ee aii : - s 
2 i < “ aes es; . A > > 
' , rN ; . : 7 mS: « 
: ~ ales oak © > Se 4 a ; 
a! ‘ oe 3 2 - 
. . - is 2 Wa r. 
ae 5k eS - 3. i ; 5 ne of ‘: 
} =~ eaatt on 
- fc only ie . é 5 nee 
ai -* =a, : : xs 3 oe 
Rear “~ HQ EM * eS r - fai 
fone ‘ Aa ~ _ 
=e ie - rs - ~ wt gs 7 
~ a d ~ ‘ SE z wr 
Se, tree Se gy : r ¢ 
Si wet —— rg . i - . 
= res : 3 e 
Ser A : > 
is A mee oe a, 
4 + = ea £ . 


S.J-Davies. 3" SHBO) 3 


out the rest of the acreage, in other words, would you 

not recommend, if it has becn profitable to-date and if 

it is found that the reserves are twice what your ordinary 
estimates has been, then it would be profitable to drill 
out the balance of that acreage? 

A LI am not trying to evade the answer in any way but E doubt 
up to the moment whether over all it has been profitable 
to drill the Valley, over all. I am not speaking for the 
Royalite Oil Company. I mentioned a very important item 
where it might be profitable for them and not prcefitable 
for others being that the Royalite Oil Company are only 
about 20%, a factor of about 20%. the other 80% is, if it 
has beer unprofitable up to the present time then on the 
higher recovery, should thore be higher vecovery, there 
will be the point where the recovery and cost will met. 
Now at wiat point that will be I am not prepared to state. 

a, No, but all of this statemont which you have just made is 
based on your figure of 6800 barrels recovery per acre? 

& Based on the wells we have drilled up to the present time 
and as to what we have dons. } 

Q And expressing an opinion, the opinion which you have ex~ | | 
pressed. you are going under the assumption that the | 

recovery per well will be the figure 6800, which you think) 

ee 


“TT. otis Ai 


ip right? | 
a 
I certainly dc, 


> 


Q Now let us, for the purposes of this question, assume instead 
of being the figure ©2790 which you have assumed in your 
estimation, let us assume there is over twice that much cil 
theve, in other words there is between 15 and 20 thousand 
barrels per acre ultimate recovery 50 be expected, then in 
that event there wculd be no doubt in your mind as to 


whether it will eventually be profitable or not, will there? 
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A Dre Boatright, I ds not think it will ever be 20 , 000 
barrels an acre, I do not think it at all and there ig 
no use my assuming something I do not think. I can work 
out a theoretical problem for you, multiplying 20,000 
barrels per acre on this number of acres, but I do not be- 
lieve in it and I do not see any evidence from the well, 
it will be a purely mathmetical proposition here. If you 
want me to do that I will be glad to do it. 

Q But the question I am asking you--<- 

A If what it had performed--- 

a] It would be more profitable if there was that much more ree 
covery? 

A It would be more profitable than it is at present, as the 
relationship of 6800 is to 20,000 or whatever figure you 
like to take but my opinion is that at that 6800 it is not 

profitable on the average so our difficulty now is--- 

6 et me put the question another way then, in making your 
statement to the Commission that in your opinion it would 
not be profitable to drill out the field and adequately ‘sup- 
ply this 15,000 barrels per day which you were assuming, you 
were controlled entirely by the figure of 6800 barrels per 
acre? 

A That is my opinion. 

Q And that you have no opinion if the production per acre 
should be 15 or 20 thousand barrels? 

A No, I would say my opinion has been expressed to the best of 
my ability suoject to, I have expressed it as best I know how, 
Dr. Beatright- 


Q jJell do you or do you not have an opinion re arding 15 to 20 


thousand? 


4 I do not think the field will produce 15,000 barrels un score, 


that is my opinion. 
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Q I know, but you have no opinion whether it woulda be 
proyitable to drill the field in the event it did make 
some 15 to 20 thousand barrels Be. teh | 

A < think it would be necessary to change the method of 
financing wells in Turner Valley to some sounder basis 
before at even 15,000 bavrels a day there is going to be 
a profit. 

Q Are you familiar with the methods which are used in making 


these calculations? 


A Which calcula t ions? 

4 Any calculations whether or not it is profitable to é¢rill 
the field? 

A ZL certainly am. 


Q All right, then in that event. i+ would be possible to cal~ 
culate that, would it not? 

A It is perfectly possible to calculate it. 

Q And if that were calculated out, it would show yhether it 
was profitable or not? 

A I have tried to caloulate it out on various figures of re~ 
covery og the average per well and I cannot calculate it 
out on the 6800 at all, and it will have to be some greater 
figure than that to be profitable, and then this 25% royalty 
business bothers me very considerably. 

Q I think as a matter of fact that you and I did calculate that 
out, didn't we, on the basis of your 6800 barrels per acre, 
and on the basis of about $39,000,0007 
We came out at a loss I think. 


We found out there was about » #4,000,000-00 lass ind-~ 


eated on the basis of that. 
Yeso 


Q The actual income was approximately y26,000.000 as compared 


with an outlay of about $30,000,000. 
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That is about correct I think. 

Now in the event that the field produced over twice this 
6800 barrels, then as a matter of fact we would have 

twice ye6,000,000, or $52,000,000, as compared with 
$30,000,000 expenses? | 

That is based on a supposition of which I do not believe 

in. 

Theo in that event you would change your opinion whetter 

or not it would be’ profitable? 

When I get other evidence of these wells, incidentally we 
are doing it month by month. 

I realize that, but if the figure which I have assumed ig 
correct then it would be profitable and you would admit 
that? 

Certainly when I have evidence I would be glad to change it. 
MAJOR LIPSETT: As to that 25% royalty, hire Davies, 
Gan you give us a little more information, is that &he entire 
royalty on the lease, does that include a royalty by way of 
profit to the promoter or someone else, a middle-man? 

You take a government lease for instance, there i8 a 10% 
gross royalty in the case of government leases goes to the 
government. Then a promoter or middle-man or speculator 
comek in between and adds to that a 10% if the well i under 
500 barrels and 15% if it is ever 500 barrebs and in some 
cases, ~ one case in the Valley where the royalties go up 
to some 30%. Now a gross royalty is a clear profit to the 
owner of the gross royalty. He takes, for every 100 bar- 
rels produced there is 25 barreis which goes without cost 

of investment or without cost of operation to the royalty 
holder and it is a very heavy load for any business to caryy. 
In my estimation it is too heavy a load to carry for the 


cost of these wells. 


But what I was coming at, what you say may be very sound, ire 
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Davies, but when you are estimating profit. as Dr. 
Boatright was putting to you, is not everything over 
the original 10% royalty profit to somebody? 

4 Yes that is correct, but it is not to the operator. 
< am looking at it, the man who puts the money up to 
drill that well, because it is more money which is 
needed to drill more wells. 

Q You mean while it is the profit it is not a profit to 
the public who puts up the money? 

A Yes. 

Q E understand that, but in estimating reserves would you 
hot take everything over and above 10% that has to be 
paid to the government or to some superior owner as part 
of the actual profit woich the well shows? 

A I was dealing with the question of the man who drills the 
well, who puts the money up to drill the well, whether it 
be the Royalite or whether it is a small company or whether 

it is an individual, those whe we must depend upon for this 
$5,000,000 a yoar, that is what I was referring to. 

Q In the ease or the Royalite Oil Company, would that not 
beay out what I was putting to you, namely that everything 
over 10/--+ 

4 That is right. 

Q Was profit. 

A Ané that was the reason I brought up the point that they 
gould operate and drill these wells where other people 
couldn't begin to make a profit out of operating because 
they have not this load to carry. 

Q But is not what you are putting really more in the natu re 
of a criticism of promotion expenses or promotion profit 


as against the actual revenue, profitable revenue fram the 


field? 
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A I sec your point and yet who gets it is the point, lir. 
Commissioner? 

Q ~L Was tryiug to get from you the life of the field. 
I would go back to the 105,000,000 barrels and on that 
you understand the government or the C.#.K. or the C.F.R. 
will get their portion. These 105,000,000 barrels in- 
oludes all oil, no matter who it goes to , there are two 
distinct questions, inudealing with reserves of 6800 
barrels per acre I dealt with totals complete and not 
with the portion which would go to different individuals 
or different companies, the total recovery. 

Q And so far as 10% of that is concerned, that could not be 
avoided, that has to be paid to the goverment or the C.¥.E. 

A As the case may be, to somebody. 
But a8 for any remaining portion of that royalty--= 
Then I brought the question up with regard to the securing 
of money to épil2 these wells, which was a very important 
point in my opinion and one of the factors that is against 
getting money freely is this very high gross royalty which 
runs in a large number of cases to 20%, which I think is 
too high to carry on the recovery we are getting. 

Q But as for any remaining portion of that royalty, in other 
words somebody is taking too great an intermediate profit. 

a I think so, that is, the question with mewhen aealing with it 
4g just, without anybody's interests being involved at all, 
just that somebody is getting 1% ana it is too heavy a load 


to carry for the revenue you get; 
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THE CHAIRMAN: Somebody files on leases? 

Files on leases, we will say, in the year 1910 or 1915, 
and holds this land, the land is held where itis 
Government land and then somebody drills ia well in the 
neighbourhood and,incidentally,they pay $1.00 an acre a 
year and 50¢ for thie original filing fee the first year. 
They have held some of that land since, to my knowledge, 
L911. Somebody drills a well in the neighbourhood and 
the land immediately becomes of value. They will sub- 
lease; thiisyiand so.a drilling concern... The drilling 
concern pays an over-riding royalty, which runs in 
varying amounts that it is quite common to have a 15% 
over-riding royalty. 

That is to say, they assume the payments to the Government 
and 15% to the person who filed? 

Yes. 

And who is now sub-leasing to them? 

That isorigt, That has been very highly profitable in 
Turner Valley. 

You say to whosoever he pays it matters not, the man who 
is actually producing the oil must pay out 25% as part 
of his cost of production before he can hope to make a 
profit? 


That is right. : 


/ | 
at the present rate of recovery and at the present market 


you think he cannot do that and make a profit for himself? 


That is my opinion. s 


That being so, it becomes more and more apparent and more 


) 
increqsingly difficult to get people to nut up capital? V 
») 
Yes. ( 


For the drilling of the wells? 
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Stanley J. Davies. 

A That is entirely correct, my endl 
MR. COMMISSIONER LIPSETT: Just to pursue what my lord 
was at a little further. The first man who has been 
holding the lease for ten years or twenty years and paying 
his $1.00 per acre per year, presumably he is looking for 
a profit with that lease? 

A Phat ve Tienes. 

Supposing your fiew prevailed that it was not possible for 
him to get the money from the nublic to put down a royalty 
of 19%, would not the time arrive when he has to take a 
eonsiderably less than that, rather than go on paying the 
carrying charges? 

A it might. 

Q and lf your estimave 1S accurate or approaching accuracy say, 
would not that tend to bring down this,what you think is 
too high a royalty? 

A LtenreiG. » lu Nas not yet. Perhaps I might say that. 

It has not yet. And the facts, as you very well Know, Mr. 
Gommissioner, are not certain as to what the recovery 
will be. Some experts think a large amount and others 


think a lower amount. 


Q You think they are still optimistic, too much? 
A DthtGe is, my lord. 
Q DA. *DOATRIGH Ts T would like to brine eas enero oias 


with regard to this statement which you have just made. 
Is it not true thai aay ropatey Terre wition ary operetor 
-ean pay, is a function of the recovery per acre and the 
recovery per well? 

A And the cost of the wells. 
Certainly? 


A Yes. 
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In other words, your statements are based on 6800 barrels 
per acre, are Tney not? 

We covered all that a moment ago. 

I am asking the question, is that correct? 

You know very well there is a qualifying point there. 

What is that qualifying roan? 

I think operations are now being conducted at a loss on the 
average and that 6800 barrels an acre was the average recover 
I estimated, and that if you increased the amount to come 
to a point where they will nay or where they break even..... 
im other words, if the recovery per acre is in excess: of 
Whet you think it will be tha it is possible they could 
pay the 25% and still make a profit, is that not true? 

It Will have to be very much in excess of the amount. 

If it were twice the amount, for instance, that it is 
possible to pay 25% and still it would pay, would it not? 

I would have to sit down and work it out in detail. 

You have not an idea how close it is? 

No. | 
Coming back to these figures of drilling. I think possibly 
we might make them a little enter. Do you remember that 
in our original caloulations we dii assume a 25% royalty? 
Leeniok they 2s pieht. 

Now, let us just for the sake of this point that I am trying 
to make, did you determine the cost of the average well in 
Turner Valley? 

I aid in the crude oil area, I gave it about $165,000.00. 
All right. Are you familiar with the Bank rates which are 
charged, and the security required for Banks for developing 
oil properties? 


ZI do not think you could get a Bank loan to develop oil 


- ae ad : _ be 
e ae 
PY ey 


bs secret GORD qo. Geeed ote baronies? 


j 
a F 
ES aa a ees FOES ne Pecud ° as 


ve ee 6g 


TioamTnn cee ws te, 
ees” 7 ay | 
| yeaa Sh i gHeR? i a é ae 
oes aa th eae ae eae cae 4 silt 


v 


Geet B. P T St ie GAC Pt vik bse! setae ; 


~ ai ae SS £4 Te St tea SAR Te ; 
as ioe a 
Ree Oy Vatvons “IN Reba tors io: o 
ies ve ah aioe | eS 
i q eh al a ais Se = th tos foe 
Bader.) f6snd vos owomertee, itp oe iu yl 
A} A ) Bali i 
z | ; 
a ee Se ads ee 3 
. 

Pas ; 
tee ae ae j ay cy et : 


at iors 2 ootent aro. al 5 ae 
bs a beers. SBROR ¢ ace doe ces ae ad aved. th. | 
o ew 3 es oe roa eh cat ba iz pokit: o78M. | 
ae Me wh set a ce ‘greet a Lee ‘ne Ree aa? | | 
4 Be ue at 5 ee ae ae ie. ‘brie eod ‘tte @, ead: 


Pee) A Seevedate. ced al ne re ov 
Bao) ety: i 3h 
| Ke et 2 ‘ vs Be ire ae 


; 


. 


met Le pe Hatt Ne anes ; aibsacaaeaie al uns 


meme NGS. Ea baelis: 24 aia I 


7) >, : » << . 
ig * r we \ <r my : aa a ae - Oe } 
i : rs oe r idle | wv ; L pike a + oe ea aie * rer 
; ‘ : ae! e “gate 
A 
% CR sree vcrs: 7 re. ok td 
fi 
i j 


tS Ue by eg he ee oF oes ey oy 
2 ee Ne . ' ‘ c cha 


; Pie qo ie | teal meek s 9% Si gon iy a Ress 0 +f he 


Fad Oars ae ‘ BS eat = . " 
a Sea te Be Roe ea he +5 I re He: Reo Rye! re at '- 


| ~2069- 


Stanley J. Davies. 


properties in Turner Valley. 

Q Are you familiar with the terms which Banks ordinarily 
require for developing oil properties on the basis of 
reliable engineers' estimates as to reserves? 

A we have none of that practice here at all. 

Q Or that anybody with money does, leave out the Banks, would 
a four to one investment seem reasonable as security? 

A You are assuming now....let me see if I have got you correct, 
the return of your capital? 

No, the security back of the loan? 

A That is, you want to know what security will be back of 
the anvestment. For instance, I am in the position oF a 
major oll company in buying property and dowel pare aera! at 
Turner Valley. 

Q Theat is right 
I worked for some years with a eompany which figured they 
at least wanted five to one on their...... 

Q that es<rather high, is it not? 

Lido mot think «so. Certainly, as far as their practice so 
concerned it is not. 

Q You also know of cases where companies develop acreage on 
a two to one basis? 

A There are sO many qualifying factors. 

Nevertheless, figures of between three and five, or let 
us say four for an average, would probably represent what 
the ee ort company expects, in the way of reserveg 
on development? 

A This thing can become so misleading I am going to answer 
this fully right now. The anount of money, Dirsi ofa. 
involved is $165,000.06. The average number of wells 


whieh you have to drill, the good ones and the bad ones, 
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has to be taken into secount. Therefore, you get toa 
poing§ that if I was asked to pick on any location that 

I would like to select in Turner Valley. to nick out one 
location for a company to drill one well, I would Want 

a great deal more than five to one because the hazard gets 


so very high. 


Q That is based on your estimate of what the field will do? 
That is based on the results of these wells down there, ; 
big ones and little ee 

Q And your statement now is based upon what you think that 


field will do based on your interpretation of these facts, 
is that not right? 

A It is all based on the facts as I see them in the qontrore 

Q Your interpretation of the facts, or ,. in Other word. 
that figure of 6800 barrels per acre? 

A We are not going to agree on this question, Dr. Boatright, 
and we may as well admit it right now. The amount of money, 
say it took $20,000.00 to drill a well, then you ecowld drill 
eight wells, and have eight chances at $20,000.00 on a well, 
where in Turner Valley you might drill one well and might 
lose the whole thing. 


is or iS not your opinion concerning this drilling based 


& 


upon what you think the field will do? 

A Certainly it is based on what the field will do on the 
average and what they will do, a small well anda big well 
proposition. 

Q In other words, you would not want to express an opinion 
ag to whether or not it would be profitable to go ahead and 
drill your Turner Valley field in the event the reserves 
are two or more times what you assume? 


A Right now I do not believe they will be two or more times 


beyond that. 
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Q 


The question Was you have no Opinion so far as to whether 
or not. it would be profiteble in the event these reserves 
are twice as much 3s you have estimated? 

PeHavenMo+opinion, 

You do not intend your testimony in the earlier chapters of 
this Investig:tion to mean that in the event your ideas 

are wrong as to the amount of recovery rer acre that it 
would then be unprofitable to drill? 

THE CHATRMA: I think the witness has made it clear 
he has not calculated it out. But if there be greater 
recovery th.n he admits there will be a point where it will 
be profitable th that point he is not prepared to say 
because he has not made a calculation. 

MR. FRAWLEY: iy. Davies, I want to call your 
attention to the field prices of erude in Turner Valley 

in the.year 1937. You are doubtless familiar with them. 
If you will follow me as to whether these records [I have 
here are right. On the first of September, 1937, there 

was a drop in the field price? 

mat. 1s orient. 

The effective price before that was the price which had 
been there since the 16th of December, 1956. That is 

Pignt Boo. 1s. 1b, not? There was a price posted on the 
Ian oi De ceucr. 119567 

Yes, 

By the British American Oil Company, which was effeetive 
until the first of September, 1957, and then there was a 
drop, and then there was a further drop on the Sth.ot 
January, 19387 | 


Yes, I think that is right. 
Let me give you the figures for these, for the 43 to 43.9% 
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we ee ee 


gravity A. P. I., which we are now calling the refinery ruh, 
it is now $1.20, but in the first price up to the first of 
September, 1936, it was $1.64 a barrel? 

You know there are a lot of figures there but I do not 
remember them offhand, 

There was a »osted price last year for this 43 A. Peta. 
of $1.20, which we understand to be the average, refinery run 
to-day? 

I think that. is right. 

And that same price on that first posting was $1.64. 
43509) 1 Ply 6400 ghen there: was the drop on the first of 
September, 1937, by the Imperial Oil Company, do you 
remember that? 

Yes, I remember the drop, but the exact amounts, we can 
get that. 

This is got from the National Petroleum News? 

L will agree this is correct. That I know. 

And this is the present drop? 

Yes. 

It is now $1.20? 

vex. 

So in averaging it, as you can do much more quickly than 
I ean, it looks like the average price in 195? for that 
particular kind of crude was well over, flor & goof deal 
of 1937 it was $1.64 and for the last three months it 
web $1.42? | 

We will have to have the deliveries to work it out. 

No, just that gravity, that is all? 

No barrels at all? 

No, just the gravity, a barrel of that gravity? 

Give me the figures and I will work it out. 


It was $1.64 and it dropped to a De ae ang after that, it was 
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1938 before it dropped again? 
A That will be $1.53. 


Let us assume that Was the price which the Royalite Oil 


&> 


Company could get for its own oil of that particular gravity 
in 1957, Now, thers was mt in this morning, Mr. Davies, 

and you may not heve seen it at all, it is now @xehibit 
"e7c", put in by the company's auditors, a st=tement showing 
the estimated cost of producing 3 barrel of crude oil, 

-8619 dollars, 86¢. By the way, Mr. Morrison, calls my 
attention to the fact that was before paying for the 
royalties, so that would have to be added to it to some 
extent. If that is correct, and assuming that is the 
Comeany’s own figures: . is 

WR. NOLAN: You, will make it clear to the 


Commissioners that is not from the books of this company. 


MWR. FRAALEY: It is not from the books: of shia 
company? 
Min. NOLAN: No, it is a statement rendered to 


New Jersey for statistical purposes only and comprises an 
estimate and that is all it amounts wb. 

WR oi) PR iiay : HOR Die aise: alts 

Line NOLAN: i keow. If we make the estimate 
it must be the best estimate beesuse we made it, but it 


remains an estimate. 


TGR. FRaW Ley: It comes out of the books of the 
company. 

MR. NOLAN: It does not. 

MR. FRawLet: Well, we will certainly hear more 


before the Commission is over about this and what it is. 


I want that cleared up. I do not want to be left too much 


ini -the dark ‘about it. 
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MR. NOLAN:. You cannet clear it up by this 
witness. 
WR. FRAWLY: I know, that is quite true. 


You are making your estimation that if the cost of pro- 
ducing crude oil as is estimated by the Royalite Oil 
Company, the producing: cost: of crude oil in Turner Valley 
field in 1957 was 86¢, then they are showing a pretty 
fair margin of profit, aren't: the y? 

Mr. Frawley, I am not qualified to answer that.. I do not 
know anything ahout that. 

No, but justassume. I do not even know much about it. 
We Will say a well in its lifetime is to nroduce 100,000 
arrels, and it is quite obvious in the year 1937 these 
wells have not produced anything like their lifetime, is 

bo nou? 

Yes? 

So we get to the point thet when a well first comes in 
it makes : lot of Oi] and the: rate you take for any one 
month is quite different fram the rate tlt you take for 
the second month or the third-month or the fourth month.. 
You have a figure varying: all the way along. But you 

are not coneenned, Mr. Frawley, with the over-all lifetime. 
I do not know whether that is responsive to my question. 
It might be. All I am asking you to comment upon, if 
you assume it costs the Royalite Oil Company 86¢ to 
produce a barrel of crude oil in the Turner Valley field, 
and the average posted priee I showed you ran about a 
dolkiar anda half, I say they are showing a pretty fair 


margin of profit on the production of a barrel of crude 


wit. 


THE CHAIRMAN: The witness says if you take the 
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lifetime of a well. He says you cannot estimate it that way, 
but you have to take the lifetime of a well, Towards the 
end they are getting very little oil? 

& Their overhead is just the same, There is a great deal te 
it. You cannot say 86¢ is the cost of a barrel and the 
sale price is $1.20 because that is not just all there is 
to it. There is the expense that varies. 

MR. FRAVLEY: Ineidentally, my lord, it is not 
$1.20. As a matter of fact, it was more like $1.50. 

THE CHAIRMAN: Yes, but if you take that same well 
and take it through its whole lifetime that 80¢ might be a 


very different figure if you averaged it during the whole 


lifetimo. 
MA. FRANLEY : That gets down to what this 86¢ is, 
THE CHATR:MAN : whether it is a month or a year or 


the lifetime of the Well, that does not appear. 

MR. NOLAN: It aopears for the twelve months! 
period ending the first of December, 19357. 

MR. FRAWLEY: . Thesé people received $442,000.00 
on a total number of barrels produeed of 515,000 barrels. 
That is where this .8619 comes from, presumably. 

MR. COMMISSIONER LIPSETT: Is not thet, Me. Nolan, the 
average figure? 

MR. NOLAN: No, that is the figure for that 
year , and as the Chairman has pointed out in order to 
determine whether it is profitable or not in this particular 
well of which we are spegking, "X'well, you have to 
consider how long it is taking to get your 6800 or your 
17,000, because it is spread over a longer period of time. 
The witness has said you might get so much the first year 


and so much less the second year, and it throws that figure. 
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out altogether. You have to consider the life of the well. 

THE QHALRMAN : It will cost the same to produce in 

the Second year, 

MR. NOLAN: The expense at the end or towards the 

end, might be greater than the income. That has been the 

experience. 

Yes, it certainly has. 

MR. COMMISSIONER LIPSETT: I have not seen that at all, 

Mr. Nolan, but is that figure for each well or is that an 

average figure for the produetion during that year? 

MR. NOLAN: For the prodyction of these wells 

of this company during that particular year. 

MR. COMMISSIONER LIPSETT : Is not that the average figure 

of the wells, some of which are at flush production and 

some of Which are at near exhaustion. Is not that the 
average? 

MR. NOLAN: But tf you. look at A9SS.ie. 7. 

MR. OUMMISSIONER LIYPSETT: Lt. is) just,.to get. the figure 

that I want. 

MR. NOLAN: That: will have to be explained to the 

Commission, what these are. I am sure Mr. Frawley is 

Poine to-go into thatilater. 1 notice that there ts cosy 

in another year, 1933, of $1.30 per barrel. 

MR. FRAWLEY: That is for crude oil and naphtha. 

MR. NOLAN: What difference does that make? 

MR. COMMISSIONER LIPSETT: If thet is the aserage figure 

does not that eliminate Mr. DIavies* objection. so noOt 

that an average figure on the wells, some of which are 

producing at flush and some of which are near exhaustion? 

May I answer the question? 


Gertainly? 


In the year 1937 the orude area commenced real development 
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in the Turner Valley Royalty well in June, 1936. There 
Were no other wells completed until February of 1937, 

when B: & B. came in. And then in March, 1937, there was 
Sterling 4 which came in, and was a very large well. 

So that as far as the crude wells are concetned the history 
dates over the whole field from July, 1936, or from June, 
1936, when there was one well by the end of that year. 
Then in February there became two wells and in Mar¢éh it 
Stereo ol! Wil0h ene tard well. ‘So the 1937 figure, tsrary 
what you oould call flush production. There are no crude 
wells reaching exhaustion iu the year 1937. 

MR. FRAWLIY : I quite realize there will, perhaps, 
bé @ better time to ask Mr. Davies this question, but [ 

did not Want to bring him back. I have got him from work 
to come here this afternoon, but I thought I would invite 
his comment upon this statement in view of his evidence, 
his opinion that they are not making any money in produesing 
crude oil. It did strike me funny looking at it that way. 
They will have to be further explainéd. We may have to 
bring Mr. Davies back and get his comment when we know 
more precisely what the statements are. I amnot going to 
Subscribe to the proposition that the Royalite are not 
making money on producing crude, 

MR. NOLAN: And you are not asked to subscribe 
bo any proposition at aL. 

MR. FRAWLSY: I have some views to express, whieh 
I shall express, and I want to give you some intimation of 
What they are. | 

MR. COMMISSIONER LIPSETT: Mr. Nolan, would it be possible 
to get at some stage, I think it is a figure of aroune 


5,00C or 5500 acres that we had that the Royalite O11 Company 
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owned, that is, iss leases, would it be possible to get 
either a map or something which would show which of this 
acreage is in this 13,000 acres which Was referred to. 

MR. NOLAN: We have a map on which is marked the 
acreage of the Royalite O11 Company. It is in now as an 
Bxhibit. What could be done would be to divide the field 
into the proven and the possible or probable area, and on 
that map superimpose the information as to the acreage 
that the Royalite has. 

MR. COMMISSIONER LIFSETT: That might be a help. I think 
there are five areas. There is the gas-cap and then there 
is A and B and the $310 acres definitely proven valueless 
and the 665 acres to be proven. I do not know which of 
ime Loe0V00vacres! 20 1S .in., LE we could) get that opus 

the holdings of the canpany I think it would be very helpful 
In TO Lew ng, 1 t\. 

MR. NOLAN: The fact the company holds acreage 
in the possible area will not prove it in the Commission's 
Mand. ,.tbutsS just for the purposes of getting berore you 
where the holdings of this Royalite Oil Company are in 
respect of the proven area on the one hand, and the possible 
Or probable area. on, the other. I think that can be gone 
quite simply and I will undertake to do it. 

MR. COMMISSIONER LIPSETT: Thanks very mueh. I am sure it 
Will help us in following it. 

MR. FRAWLEY: It might not prove the acreage but 
it will show the state of mind. Mr. Morrison has another 
statement and we might get the consecutive number of that 
Exhibit on the record before he proceeds to discuss his 


main statement, This further statement is what? 


KaANWSTH J. MORRISON, recalled: ved 
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published statement together with certain other information 
POU yeare vor VOLO” inelusive of the Royaliave O74. 
Company. Aandas to the royalties and dividends paid and 
the equity of the Imperial Oil Company in the earnings of 
the Royalite Oil Company for the years 1931 to 1937. 


(Document in question is now marked 
Sh ty’ BO", ) 


Q MR. FRAWLBY: now, ir. Morrison, please proceed 
with the discussion of your main statement. 
A I was at the point, Mr. Chairman, when we discussed the 
statements that were submitted and I would suggest we 
probably, now read the balance of the réport and then refer 
back to the statements and discuss them in detail. On 
page 2: "Allocation of Sxpenses." The accounting records 
of the pipeline division of this Company are included with 
the other accounting records and the charges in respect of 
operation have not been made in such a way that the 
results of this division can be readily ascertained. 

The revenue earned is shown in separate accounts, as are 
also the diréct expenditures. It will be realized, 
however, that there are a number of indirect costs which 
are due to be borne by this division, and it is in these 
amounts that considerable difficulty has been experienced 
in arriving at a proper basis of distribution. we have 
discussed the various angles of the problem of the dis- 
position of indirect costs with the officials and with 

the auditors of the Company. The Company has already put 
through its books, an allocation of same of these indirect 
costs, but it is agreed that the distribution which has 


been made might be unfair to the Company insofar as the 
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- pipeline division is only a department, and that it is not 
necessary for the Company to have a detailed accounting 

for every department. after much discussion, it was agreed 
that the indirect costs would be distributed on what is Xx 
known as a labor ratio basis, which, in this case, means | 
the proportionate relationship of the amount of the wages 
earned by the men employed in the pipeline division 
compared with the related amount of the wages earned by 
all of the men employed by the Company. I may interject 
there that that refers to the pay-roll of the Turner F 
Valley, of the labouring men, on a par day tasis, 

when I speak of the labcur ratio. ie acanepted this basis 
on the understanding that all men employed, both as to 
capital expenditures. such as drilling of Wella enc... 

and also as to operating expenditures, were included. 

The prinaiple of including the men employed on capital 
expenditures did not meet with the approval of the 
representatives of the Company, and we understand that 

they have used a different basis of apportionment of 
indirect costs. In the attached statement, we have used 
the labour ratic as the basis of distributing these costa. 
TH CHAT RMAN: You might just elaborate that before 
you proceed to Foxed Assets. You have a difference of 
Opinian there. 

There are certain items of expenditure Which are canmon to 
various departments in this organization, such as the 

crude oil producing department, the drilling of wells, 

the gas department and the pipeline department. There are 
certain administration costs, for instance, that are due te 
be borne by each of these departments in some ratio to be 


ascertained. Now, it is not practieal to allocate these 
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costs from day to day because it is not posBible to say - 
take even Mr. McLeod's salary - to show just how much time 
he spends each day in the crude oil department, the 
OV or, wells department, the pipeline department, and 
so forth, and so it is necessary to arrive at some basis 
of distribution. I take the view that the indirect costg 


should bear some relationship to the direct costs, 


— 


By the ‘direct costs" I mean the labour of the men employed 
on the pipeline, the repairs to the pipelines and things 
of that kind, which are directly chargeable and can be 
ascertained at the time the expenditure is made, by the 
pipeline department. 

Q THE CHAIRMAN: How would that, for example, how 
would that help us to determine what should be charged 
against the pipeline department in respect of Mr. MeLeod'ts 
salary, which you have instanced? 

A Well, that, there is a relationship between the total 
expenses of the Oompany, we Will say for labour, the total 
amount paid for wages to the outside men amount to a 
certain amount of money, of which a certain. proportiom 
belongs to the nipeline department, and we will assume, 
just for the sake of argument, that 10% of the wages of 
the men employed belong to the pipeline department, 
we have suggested that the indirect cost, which cannot 
be determined definitely, should be also apportioned on 
that same basis of 10% to the pipeline department and 
90% to other departments. 

Q I yet do not understand the theory of it, that is 
predicated, I mean I can understand when you are arbitrarily 


saying "He must have put more than half his time on the 
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pipeline", or something like that, but when you relate it 
to the labourers on the line.... 

It is based on the thought of the relationship between the 
direct cost and the indirect cost. When I spoke first x 
of the labour of the men, that isa direct cost, it can | 
be definitely shown that so many men were on the pipeline 
and their Wages are charged to the pipeline department 
operating expenses, so many men are employed by all other 
departments. 

Yes? 

4nd all of their wages are charged to those various 
departments; therefore, of the total direct cost of this 
company in respect of labour the pipeline takes 10%. 

Now, then, we have assumed that same rate for the dis- 
tribution of administration .expenses.,, because, there is no 
other basis that has been suggested to us, other than the 
revenue basis, and I will explain the basis Which is used 
in the statements, Exhibits "83" onward, was that those 
indirect costs were distributed on the relationship of 

the revenues of the pipeline department compared to the 
total revenue of the company, in other words, we will 
assume that the total revenue of the company is a million 
dollars and that the revenue of the pipeline department 

is half a million dollars, therefore the pipeline depart— 
ment will bear 50% of the indirect eosts of the Company, 
such as administration. We argued against that basis on 
this principle, that the revenue of the pipeline department 
could increase very materially without a corresponding 
inerease in costs because all that you have to do is 


increase the capacity going through the line and you will 
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correspondingly increase the revenue of that department, 
but it does not cost a correspondingly greater amount 
in labour, and so we rejected the distribution ona 
revenue basis. Now, in discussing the matter of the labour 
ratio it was agreed, as I say in my report, it was agreed 


that this was an equitable basis, but where we differed 


ae eae 
my, 


was that we insisted on 1 all men employed ees ee 


the dridline .of Welle, ne be 22 into jC One ere ha 


OR ne ARR A sewers 


se 


the other “ae was only | ‘the ‘operating men, the men employed 


in the eon Meenas would be so lneluded)) andyour 


thought for excluding the capital expenditure was that 
the men employed, or rather that the department employing 
the men, on the drilling of the wells, should bear a 
proportion of the adminstration costs. 

Q MR. FRAWLEY: Is it clear what you mean when you 
Saye Codmanish ration costs", 1s 10 quite clear the kindves 
eosts you include? 

A Well,:on page, on schedule No. @2,0f our report, sxhibit 
"eS", are the details of the administration costs and 
using the figure for the period ending 30th September, 
1938, they totalled $82,000.00, and are made up, I will 
just give you the main items, salaries, administrative 
officers' salaries, $20,458.35; salaries employees, 
in the administrative office, 821,000.00; then the next 
big item is the estimated figure for professional fees and 
expences, $15,000.00; the other items, there are a number 
of items but they are relatively small, workmen's 
Compensation Board, $3,000.00; Toronto offices, Toronto 
office charges, $3837.00; totalling altogether, 


382,000.00. Now, it is in the distribution of those items 
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Kenneth Morrison. 

Which are common to all of the various departments of the 
empany that we wanted to find some basis of distributing 
a fair share to the pipeline department. 

Q MAJOR LIESHTT: Have the accountants of the company 
themselves, have they not made any attempt to distribute 
that? 

A They did, iir. Commissioner, «s I say, there was a distriku- 
tion made as the years went by, there was a distribution 
made, motvot all of then; but of same of them, and I 
ReCognize the fact that now we are looking at this company 
in-a different light from a mere department, that we are 
LOCORAGe Aablas aimost from the point of view Sofa voublic 
UG Gy and,  thererore..1t would only be fairgte allocate 
to that department a proper proportion of those exnenses, 
Whether or not the combany had in the past put through a 
distribution, and so we eliminated from the records that 

apportionment which had been made and substituted this one 
PorateeeWe used the labour ratio and I believe the company 
has used some other ratio, as towhat difference the 
different methods will make I do not know. 

Q THE CHalRMAN: What method did they use as anpears 
from their books, the revenue basis? 

A No, Mr. Chairman, I was unable to ascertain definitely 
what the basis was. It seems to change from year to year. 
There did not appear to be any definite basis of distribution. 
An arbitrary allocation? 

Just an arbitrary allocation, but in the statements wh ch 
have been presented here in =xhibit "3", the revenue basis 
of allocation of indirect exnenses was used. 


Q I sunvpose you have considered where you endun, you could 
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take the allocations es they wore before any statements for 
the purposes of this Commission were mide out? 

A We4l, there was no statement prepared, sir, for any parpose 

other than those that have been presented krre, and referred 
to as the "Jersey statements" and we heve not prepared a 
statement es shown by the books of the company strictly 

but we have shown in our report here as shown by the 

books of the company insofar as depreciation is concerned, 
but insofar as these inddrect costs are concerned, we have 

in all of our statements used the labour vodee ne aie and 
ignored both the distribution which has been made in the 
books and also the revenue basis of distribution. Now, 

as to whether or not there will be any material cifference 

in the costs in cents per barrel is very, very doubtful, sir. 

Q@ MR. FRAWLEY: By using the labour rate basis you 

have a different percentage to apply in each of these periods? 

A ile have, yes. 

Q And by using the revenue basis you woulc mve a different 

percentage? 

A That is correct. 

Q And what is your view of the fuirness sof the one as against 
the other over the whole period? 

4 Webl, insofar as the revenue basis is concerned, my objection 
to it is that I do not think the expenses, the indirect 
expenses of the company accrue in proportion to the 
revenue of the pipeline department. 

MR. NOLAN: May I interject, wr. Chairman, we 

have not used the revenue basis for the allocation of these 
iyadreoct oosts, so if it will help any I Gan say that now; 
so that the difficulty between us is not as between the 


labour rate basis and the revenue basis, it is a difference 
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between us in the kind of labour ratio that we anply, 
so we can discard for the purposes of this discussion 


the revenue basis. 


WITNESS; Insofar as our individual reports? 
“IR. NOLAN: Yes. 
WITNESS : The revenue basis was used in the 


Jersey statement. 


fiR. NOLAN: Yes, but we have not used them here. 
MR. #RAWLEY: Then we both have the labour rate 
basis. 
MR. NCLAN: iat is ‘so, 

Q MR. FRAWLEY: All right then? 

A Then continuing under the heading of "Depreciation", on 


fixed assets: 
id An important item in the determining of costs is 
the depreciation of tme fixed assets or the Investes 
Capital. In ascertaining the amount of de»sreciation, 
two factors must be known, namely the amount invested 
in the assets and the estimated life of the assets, 

We are of the opinion that, insofar as the Capital 
Investment is concerned, the amount should be based on 
the original cost to the Compeny less the amount of 
acerued depreciation which has occurred." 


I, perhaps, might just stop there and point out that because 


, 
of the suggestion that we should use periods from five to 
thirty years we have not been able to summarises these,other 
than by way of statements because it’ was not possible to 
know just whet period might be regarded as a suitable one, 


and, therefore, each amount of depreciation will vary in 


accordance with the number of years teken as being the 
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Kenneth Morrison. 
estimated life of the assets. 

Q MAJOR LIPSiTT : When you say "the amount of accrued 
depreciation”, do you mean the amount which they show for 
depreciation each year? 

A Well, that will be in one statement, sir. The amount as 

shown by the books -nd the others will show on the basis of 
five yesrs, ten ye7rs and so forth, but one statement will 
take into consideration the amount as shown by the books 
in respect.of depreciation. 
ie ihevanount of the original cost, in our opinion, 
should relate only to the assets of the Pipe Line 
Division presently in use and which are necessary to 
the proper and efficient operation of the system. 
These assets are usually referred to as being used 
and useful. 

The assets of the Pipe Line Division are enumerated 
on an attached schedule and consist of:~ Gathering 
Lines, which coznect the tanks of the warious producing 
wells with the Tank Farm, and also the absorption Plant 
with the Tank farm; Trunk Delivery Lines, which con- 
nect the Tank Farm with the Refinery of the Imperial 
G11 Limited at Calgary; Tank Storege at Turner Valley, 
which is referred to 2s the Tenk Farm, at which point 
the oil is gathered and batched for transportation 
through the Trunk Lines; :umps, rcumphouse and Tenks; 
Automotive Equipment and sundry other equipment, all 
necessary for the efficient operation of the Pipe Line." 


MR. FRAWLEY: iiay I interrupt you and take you back 


> 


to that short paragraph at the top of page 4 in Which you 
say: "The amount of the original cost, in our opinion, 


should relate only to the assets of the Pipe Line Division 
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Kenneth iforrison; 
presently in use and which are necessary 0 the proper and 
efficient operation of the system." In other words, 

"used and useful" assets, do you want to comment about that, 
by way of illustration to assist the Commission as to what 
you did in any particular instance in ae regard? 

A Well, the reason that I put that paragraph in the report was 
to make it quite clear that I am only regarding for the 

purposes of the invested capital of the company the anount 

of money which has been spent in assets which are presently 
in use. Now, in 1929, there was a six inch loop built, 
Which was taken up in 1932. Now, the company suffered a 

LOSS inywrespect or that béing taken up in that they vdid not 
recover the. labour, but that loop is not now in use, and 
insofar as the capital investment of this eampany in the 

Pipe Ling Division is cOneerned, I have eliminated that in 
any, ialeltcaileulations, on the ground thet iv memnotean 

use at the present time, Similarly, I might say that the 
No. 1 fow inch line was actually written off in the company's 
records.» bUtvas "1b is still in use I have neinstateda, 

in the capital structure and depreciated it now on the various 
lifetimes suggested, from five to thirty years, but it is 

in use, is used and useful and, therefore, is part of the 
capital structure of the Pipe Line bepartment. 

Q MRJOR LIPSETT: You mean it was cmortigee OL LST So 
your investigation? 

A It was Tt was fully depreciated in the books of the 
company prior to the date of our investigation. Now, of 
course, that opens quite a big question as to the treatment 
of these assets Which are still used and useful and which 


have been fully depreciated or partly depreciated in the 
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rr PF © 
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books of the company, and just whether or not now is the 


time that we wish to go into that fully or when we are 


discussing the rate base. 


ik e 


FRAWLIY: Well, I think you will be discussing it? 


Oh yes. 


YOu. Wild. heave to. discuss it? 


We will have to discuss it when the time comes. 


Subject to what the Commissioners may think, unless they 


have some objecton, you can go on and discuss it when you 


SOG, ) Lede 


" In addition to the foregoing assets which are 
referred to as the Pipe Line assets, there are other 
assets, sueh as Fuel Gas Lines, water Lines, Boiler 
Plant, Electric Plant, Residential Quarters and other 
liké assets, the details of which are also shown in 

an accompanying statement, Which are all used, to some 
extent, in the operation of the Pipe Line system. 

The extent of the amount of these sundry assets which 
is applicable to the Pipe Line has been determined in 
the same manner as the amount of the indirect operating 


60sts jaVig. the labor ratio basis.” 


And here, I take it, the Company are merely using a different 


labour ratio besis for ascertaining the amount.. 


" A similar proportion of the Investment in Sundry 
materials on hand has also been included, which amount 
is deemed to include any necessary cash Working Capital. 
In ascertaining the annual charge for depreciation, 
we have used, as the capital figure, the total of the 
Invested Capital at the beginning of each year, 
together with half of the additions :nd/or deductions 


during the succeeding year." 
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Kenneth Morrison. 
4nd I might exjlain there that the reason for using half 
15 toveive to the company a fair proportion of the 
-dditions of the year for investment and depreciation. 
purposes. In other words, they are making -dditions 
from January until December and it would be necessary, to 
be accurate, to work them out for each mPnth, but by 
taking half, whch is the usual method, the company gets 
the full benefit of the averagé additions m-de during the 
year, both for depreciatioh purposes and for determining 
the rate of return on their investment. 
"The resultant figure has also beet used as the basis 
Movegtne ous vose of determining the rate. of revunneon 
the Capital Investment. A salvage v2lue of 10% has 
been deducted from the assets when arriving at the 
annugl <charge for depreciation on the bases of Tate-= 
times of from five to fifteen years, and 5% salvage 
value on the bases of life-times of from twenty to 
taamtiveye srs. 
In other words, we have made a provision which suggests 
Poet if an asset is Only in’ use for fifteen years it will Rave 
a salvage value at the end of that time of 10%, and , therefore, 
the company are only entitled to depreciation on a 90% value . 
For the purposes of return cof investment, however, they get the 
full 100% and 5% salvage value on the longer life, which is 
given to the assets. 
"It is necessary to know the life of the various assets 
of the Pipe Line Division in order to calculate the 
annual depreciation and, in our opinion, in this 
perticuler problem, the estimated life of the Turner 


Volley Oil Fiela is the determining factor. Evidenge 
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is being submitted to the Commission on this very 
important factor, and it h2s been suggested th:t our 
statements should be prepared on the bases of life- 
times varying from five to thirty years. In addition, 
we have prepared a further statement using the 
depreciation th:t the Company has actually put through 
the books. 

Because of the number of bases for depreciation 
used in the statements, it is not practical to 
summarize them in this Report and, therefore, the 
results shown must be considered by a review of the 
statements." 
under the heading of "Operating Results": 

" The revenue of the Pipe Line Division is usually 
Conmined to one, source, viz. the rates received for 
transporting oil. In the years 1957 and 1938, 
however, the books of the Company show a further 
revenue under the heading of 'Pipe Line Adjustmarts', 
For the year 1937, the amount is $57,479.65, and for 
the nine months ended 30th. September, 1958, the 
total is $83,694.31. These amounts represent the 
gain to the Company of the difference between the 
actual Line Losses sustained and the amount of the 
deductions made from the produciog Oompenies to 
provide for such losses. This phase of the operations 
is dealt with later in this Report. 

The expenditures, xs shown by the attached 
statements, are divided into the following headings:- 

rirect Costs, 
Indirect Costs, 


Depreciation, 
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Income Taxes, 
Losses on Sales or Retirements of Zquipment. 
The direct operating costs are those as shown by the 

books under 'Pipe Line Operating Expenses', from 
Whic’r 2»4V6 been eliminated the allocations of indirect 
costs, as chargec by the Company. Depreciation has 
also been eliminated from these accounts insofar as 
it has been charged in the books. The basis of 
charging indirect costs has already been explained 
as has also the basis of depreciation. Inoome 
Taxes have been calculated at the rates prevailing 
in the respective periods and the Losses on Sales of 
Equipment hive been adjusted to conform with the 


varying rates of depreciation. 
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"In the statement of operations for the nine months 
anded Joth september, 1938, we have eliminated from 
the direct costg as shown by the books, an item of 
rental paid to the Imperial Oil Limited on storage 
tanks, amounting to 14,585.30. This sum represents 
rental for five months (Mey to er, 1938), at 
the rate of ,35,000.00 pcr year on approximately 
200,000 barrels of storage at the refinery of the 
Imperial Oi] Limited, valgary. After vonsultation 
with Dr. B. B. Boatright, Petroleum and Netur:.1 Bs Engineer, 
of Houston, Texas, who has Boe retained by Counsel 
to the Commission, and who, we understand, will give 
Svidencs before the Commission in this regard, we are 
Gr Chenopinvon that this’ rentel is:not a proper charge 
against the Pipe Line Division. 
As mentioned previously, the financial reeords 

do not show separately all of the *ransactions of 

the Pipe Line Division, but we have been supplied 

with a copy of statements which are prepared annually 

for Head Office purposes," 

ana which by the vay nov are uxhibits "83" to "87", 
"and in which the operations of the Pipe Line 
Division are shown. These statements were 

obtained for the years 1932 to 1937, and insofar 

as they relate to the ripe Line Division, are 


summarized hereunder;:" 


Then we have the assets, the assets, which means the 
@ross value of the assets, the depreciation reserves 
in respect of those assets, tht is the amount, accum- 


ulated amount which has been set aside in these state- 


<M: fan a 
eased ant aioe an aw 


ds enh, 


ca. _ abpen ap 
reat ey 4 ae 
pes qe ait ‘oft sive. a0 ire 


as iy 


a ath me 


s faye me 
i 
Ae; 


ok ba wt pate rosa: Fs 


. 


a ie sy ba teas 2 ay 
ae. ‘é ud: mieIUbec ea 
rete? paaietsite Ae. ae 


San os aot eto. paw 3 


Te 


eee 


My ptt i “ey eae ie sida ait Ketiw- ab aim © - 


ie tae 


mA te te ies eer oad Ook r teh: i : AM 
if ai SBR areas. ee se -bebnee: 


ots see aide ads eu ‘ane ye ores Cian 


i » 
"eb te £ tones at 
al veut Regs wert s : ery ay ans ent eh sat 
; WM « 
® 


ae 
Maree oe eee, Bh ks Fe 

sa ae Asie ‘ SVet AT sah ae : 
~ wee * 7 Aha Tas ag a 

‘ 


-, Bea. ei Ay ep 5 nasa orn ar 
. BPTI, ite ? aca 


“oan eae 


0-4 


d -2084= 


Kenneth J. Morrison. 


ments for depresiation and the net values of the 
assets, and then the revenue is shown, the expenses, 
and the last figure is the exeess of revenue over 
expenses. | 

For the year 1933 the total assets were $712,225.53 
against which on the statements there was a reserve 
yoo4, 883.68, making the net value of the assets, 
9387,441.85; the revenue for that year for the Pipe 
Line Department alone was y178,062.21, the expenses 
were 108,746.62, leaving the excess of revenue over 
expenses of 69,315.59. 

Now in connection with the expenses I might 
explain that it is in that figure where the distri- 
bution of indirect costs is made on the revenue 
basis. It is not now done by the Company in the other 
statement. 

a) MAJOR LIPSSTT: On what basis was that deprec- 
jation reserve estimated? 
A I believe it is taken on a 10) per annum basis. 

For the year 1934 the figures are 700,073.24 
for assets, reserve »378,560.99, the net assets | 
63e1,512.25, the revenue was 228,007.66, with the 
expenses of ,108,786.47, leaving the net figure of 
~LlL9,221,19. 

For the year 1935 ,658,629.10 of gross assets, 
regerve for depreciation ~- $317,818.04; the net 
figure of the assets $340,811.06; the total revenue 
for the year was $207,007.45, the expenses of 99,005.21, 
and a net revenue of $108,002.24. 

In the year 1936 $701,062.47, by the way these 


figures are as at the 3lst of December in each year, 
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the asset and depreciation figures, the depreciation 
reserve was °573,678.76, the net assets 4327,383, 71; 

the revenue was $198,863.42, with expenses of. 397,929.44, 
and a net revenue of ($100,933.98. 

For the year 1937, the assets at the end of the year 
were °$674,161.62; the depreciation reserve of $165,084.50, 
with 3508,077.03 net; the revenue for that year was 
$486,324.15, and expenses of $190,221.26 with a net revenue 
of $296,102.89, so that the total revenue for the five 
vears in question was »1,298,264.89, the expenses for 
that period were $604,689.00 and the excess of revenue 
over expenses was 693,575.89. 

Q MAJOR LIPOST?: In that figure of $165,000.00 
for depreciation reserve in 1937? 

A Yes. 

Q Does that mean that some 200,000.00 of the reserve 
was used in that year for further capital expansi on* 

& No, the answer to that, Sir, is that there were certain 
assets written off, one of wrich was the Number 1 line 
Which I just mentioned. In other words, what they did 
was to reduce the reserves and reduce the assets by 
@ corresponding amount. Yuu see this represents a 
nad at ieee apaiiae. It does not necessarily represent 
the money itself, It is the measure of what has been 
set aside year by year and ina cumulative way, at 
the end of the year it represents these figures. Now 
if there is an asset that has been fully amortized, 
we will say, like the Number 1 line, they will make 
an entry in their books reducing the depreciation 
reserve by the amount which has been accumulated in 


respect of that particular asset, and at the same 
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time they will reduce the asset, so that on the 
books of the Company it will probably appear at 
ea value of 21-00, a nominal value. 

Q That is something the same as is in there for 1935% 

A Yes, in 1935 the same is true, that there had been 
Some withdrawgis from the reserves for assets which 
have gone out for many reasons, they may have been 
transferred to other departments, no longer in use 
in the Pipe Line Department and the reserve that was 
accompanying these also goes out so that they reduce 
the reserve and reduce the asset. In the meantime, 
of course, there are certain additions to their capital 
expenditures which, if it were not for these deductions, 


these figures would be that much larger. 


(Go to Page Is 
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In the year 1937, there was additional revenue shown 

in the records of the Pipeline Division amounting to 
v57,479.63, representing pipe line adjustments, which 
amount is not included in the above figures. Now the 
reason for that is that I made - there were statements, 
Exhibits "83" to "87",that that amount has been distri-~ 
buted not to the Pipe Line Department but to the various 
producing departments, crude oil, ete. The statSment 
shows exactly how it has been distributed. The next 
item is under the heading "Pipe Line Losses". 

Q MR. FRAWLEY: You have shown this pipe line 
loss, that revenae, you have shown it in the Pipe Line 
Divison . 

A Yes. In our statement we have regarded that as a 
pipe line earning. 

Q But in the statement for the Jersey Company that 
earning of pipe line losses and deductions has gone 
to the crude oil purchasing d@partment. 

A Iwas just going to find that éxhihit. It is the year 
1937, that amount of 57,479.63 is distributed on 
Exhibit "87" to crude oil .35,558.40; crude naphtha 
$13,157.54, and absorption gasoline ‘8,763.69. 

Q But the books have credited it to the other divisions 
and you have credited it to the Pipe Line Divialon 
as an earning’ 

A Yes, that is correct. Pipe Line Losses. In the 
program of Inquiry, under the heading of "Rates", 
the following subject of Inguiry aprars:- 

Whether any charges made in respect of gathering, 
handling or distributins are excessive or unreasonablet 


Attached hereto is a statement showing the experience 
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of the Company in respect of line losses for the years 
1933 to 1937, and for the nine months ended 30th Sept- 
ember, 19368. Prior to the 4th October, 1936, the 
Imperial Company reimbursed the Royalite for the oil 
purchases made, and the Imperial Company took over the 
oil delivered, irrespective of whether it was more or 
less than the amount for which it had paid. Since the 
5th of October, 1936 - and by the way that date is the 
effective date of the British American transporting 
contract, ixhibit "29", the Royalite Company receives 
payment for the oil actually delivered by it, so that 
the Pipe Line Division is now responsible for the 
losses or gains in respect of the oil transported 

over its systen. Now, summarizing this statement, 
the results are as follows:- In the year 1933 

there was a loss of 7,671 barrels, that is the actual 
line loss exceeded the deductions made by 7,671 
barrels that had a value of »22,446.04. That was 
borne by the Imperial Company. LG eS ene 

same in 1954. The actual loss over and above deductions 
was 7,931 barrels, having a value of 19,841.62, 

atl of which was borne by the Imperial Company. 

In 1935, the loss wes 1,878 barrels, -having a value 

of $4,384.77, which loss was borne by the Imperial 

Oil Company. in 1936, the loss was 963 barrels, of 
which the Imperial Company bore a charge of »998.89 
and the Royalite Company a charge of 1,269.92, 

making a total loss for that year of ,2,288.81. 

In 1937 there was a gain of 36,305 barrels. That is 
an excess of the actual barrellage over deductions 


made, that had a value which was credited to the Imperial 
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in the amount of ~9,969.40 and to the Royalite 
Company of 458,769.55, or a total of 368,738.95. 

in the year 1948, thet is to the d0th of Septents r, 
the total gain in barrels was 64,029 barrels, having 
@ value of 385,694.41 which was to the Royalite 
Company and is ineluded in their earnings for tmt 
period. Phat is a total of 383,694.41. Summarizing, 
we have 81,891 barrels of a gain over the six.years 
in question, of which there wqgs a loss to the Imperial 
Company of »57,701.92, ang a gain to the Royalitd 
Gompany of 141,175.94: making a net gain to both 
Companies of y1l05,472.0a. 

O. Mae FRA&wWLey: Mr. Morrison, you have the 
last three months of 1938, and it occurs to <6 you 
might give those figures and the Commissiorers might 
put that on their statement Number 26 which would be 
Pocaproie re place for it, or right in ch Page 6 of the 
Report. 

A it is just two figures. I just received that figure 
from the office of the Company for the three months 
ended the 2lst of December, 1938. There was @ further 
gain of 9,228 barrels, witha value of 311,535.00, 
all of which would go under the heading to the Royalite 


Company. 


9 


Mi. COMMISETOLER LIPSsTT: What figure? 

A 9,228 barrels, having a value of $11,535.00. 

Q Can you tell us in general terms what effect that has 
on the independent companiss, or other companies trans-~ 


porting oil through these pipe lines, such as the 
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British American or Lion Oils? 

A ell it will have no effect on them from the point of 
view of transportation. ‘hat it means is that the re 
have been deductions made from the producing companies 
in accordance with their contracts to provide for 
line losses. 6 have on page 26 the various deductions 
that are made, but these deductions have been more than 
sufficient in the last two years to provide for the 
actual losses, to the extent of the Figures that I have 
just quoted to you. 

Q, That is approximately in 1958, approximately 95,000.00. 

A Yes, that is correct. Approximately 95,000.00 adding 
the {11,545.00 to the 85,694.00. I might say, of course, 
on page 26, it will be noticed - well I show it in the 
report. To finish up that paragraph which is in the 
report. The 1938 results shown above are for the 
nine months ended 30th September. Since lst September, 
1938, the deductions made to provide for line losses 
have been reduced from 3% on naphtha and 2% on orude 
deliveries to 2% on naphtha and lj on crude deliveries. 
At the date of this report, the results of the pipe 
line adjustment for the months of Ootober to vecember, 
1938, were not available to us. But I have just 
Supplied that figure to you. 

Q Does that mean that this 11,000 has happened notwithe 


standing the reductions since the Ist of September? 


zy That is correct. 

Q That deduction has been in force for the entire three 
months? 

A There is one month, it was in foree from the lst of 


September so that the reduction has been in for four 
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nonths, September, October, November and December. 
But insofar as the three months I have just quoted 
to you, that is the result on the reduced basis of 
deduction. 

Q WR. FRAWLEY: Mx. Morrison, it is in the 
record, but at the risk of repetition, just to have 
it along with your report, would you explain 
the pipeline deduction as to whom they are made against 
and how it works out to the advantage of the Royalite 
to the extent you have indicated here. Against whom 
is it made? 

4 The deduction is made on the run ticket from the 
producer, from the producing well. 

Q, Yes? 

A So on the basis I mentioned on Page 26 for thése 
periods, at one time it was 3% on all production. 
Then in 1937 it was reduced from 3% on naphtha. 

It would still remain 3% on naphtha from September 
lst, 1937, to Docember dist. It was 
reduced at that period to 2% on crude oil. But 

prior to December 1st, 1937, insofar as all 

companies except the B.A., it was 3% on all products. 
Insofar as B.A., is concerned it was 3% on naphtha 
and 2% on crude. From the date of their contract, 
Exhibit "29". Then all other compnies were reduced 
to the same basis on September lst, 1937, namely 

3% on nephtha and 2% on erude, which was also the 
deductions made in respect of the British American 
deliveries. 

MR. COM*PISSIONER LIPOETT: You mean 1938? 

No, 1937, Sir. In 1938 the rate was still 3% on naphtha 
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and 2% on crude until September lst at which date 
it was reduced to 2% of naphtha and 1% on crude. 
I understand that is the deduction presently in forae. 

Q Just: that I may get it clear, is that deduction 
taken from the wells or is it taken from the B.A., 
and Lion 9ils? 

A It is taken from the wells. The producer of the oil 
in selling it to say the B.A., suffers a deduction 
of 3% or 2% now, and l% on crude. If it was crude 
oil we were speaking of the producing well, his run 
tickets will be reduced by 1% to provide for line 
losses at the present time. So that for every 100 
barreis that he puts wut of his tank to the B.&A., 
he will get paid for 99 by the B.A.? 

Q By the 3B.A.? 

A By the B.A. I am speaking now as if it is the B.A., 


that purchases. 


Q. And what is the connection between the B.A., and the 
pire line? 
A ‘ell that 1jo goes to the benefit of the Pipe Line 


Department of the Royalite, to take care of their 
line losses. in other words, they have to transport 
that oil. That is my understending of the B.A. 
situation. 

QQ, LR. FRAWLusYs: There ere two main purchasers 
Of oil in Turner: Valley, the Royalite and the British 
Ane rican.Oil Compa ny? 

A That is correct. 

Q The British American goes to one of the Brown wells, 
and buys 100 barrels of Sas 

A Yes. 
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Q The British American pay for, now, 99 barrels? 

A That is correct. 

Q And previously for ninety...... 

BU? IO. | 

Q And previously to that 97? 

A No, it was always 98 for that crude oil. 

Q The British American Oil Company desires to transport 
those 100 barrels which they have bought through the 
Royalite pipe line for their account in the dast 
Calgary refinery yard, or for processing under their 
refining contract? 

A Yes. 

Q What further line losses, or what further deductions 


or adjustments are imposed upon the British American 
with respect to that oil? 

A No further deductions. But the Royalite Company only 
have to account for the 99 barrels to the B.A., Oil. 

Q To the B.A. Oil Company, yes. 

THE CHAIRMAN: That 1%, he is used as the 
collection agency for the Royalite, that is all. They 
do not get it twice? 

A No, they do not get it twiee. It is the same thing, 
only there is another purchaser. ‘then it is the 
Royalite purchasing from other wells, then it is merely 
@ Royalite transaction all the way through. 

Q Moa BRAWLERS: Let us take the Royalite. 
THE eR Ova LE Lew bik buy LOO vbayreks ofpmoill from one of 
the Anglo-Canadian wells and they will pay only for 
99 now, or 98 previously? 

A That is right. 

Q They then transport that oil and deliver it to the 


se 
PLAS EAO" Sit ia e oe 
’ 


A <> a 
‘en? eee 


Bis} bt emd Haid tix8 


~ 


a ide: ua Gat es | 


+ oe stole’ 
-eingiten is ge qihey 


| ry 
eiatoe ry te ca | 
i Leokwb bk Peg Tae’ om wea vel 
| ines cai 8 isis oma 


- 


ee te 


Gy 


id 
wh Oe 


nos? Be: 0 a | atonsed | 


ais is 


he 


agin vigo- a8 exh eviit aie 


T-4 
8 


Kenneth J. Morrison. Heat 
Imperial Oil Company? 

A Yes. 

Q And the result of these figures ismthat they have 
been delivering more than they have paid for? 

A That is correct. 

Q To the extent of these figures? 
That is correct, 
MR. CO: ISSLOnAR LIPSst?: I was trying to follow 
up how that is a profit for the koyalite? 

A The Royelite is getting reimbursed by the Imperial 
for what they have bought. In other words, the 
Royalite has paid the 4-B. & C. Company for 99 
barrels of oil. The Imperial immediately reimbursed 
then for that 99 barrels of oil. But they are able 
to deliver 99% barrels of oil and the Royalite bills 
the Imperial for that extra half barrel, and gets 
paid for it. 

Q That is by reason of the well getting paid for rather 
less than the actual guantity of oil the-well delivers’ 

A Actually, yes, but this is in accordance with the 
agreement. 

Q It was not on the merits at all that I was speaking? 

4 No, that is true. There was delivered from that well 
99% barrels. Take a hypothetical case. They were 
only paid for 99 berrels. It was estimated there would 
be 1 barrel of oj1 lost in transportation or evaporation 
and there was only a half barrel lost. | 


And that goés not to the B-4., but goes to the Royalite, 


£0 


to the pipe line? 
A That is correct. 


MR. HARVIS: I think maybe the point has been 
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cleared up, but to make certain in that respect, as 
you understand it there is no profit on that pipe line 
loss to the 3B.s.? 

That is correct. 

Q THE CHAIRMAN: I suppose to be fair in the 
matter, it must be borne in mind that if the pipe line 
company had a break and lost 10,0U0 barrels of oil, 
the pipe line company would suffer? 

A Correct, sir. 

Q. MR. FRALEY: : These figures simply reflec 
the actual experience and their good fortune as against 
the deductions which they made? 

A That is correst. I, have asked that question as to 
whether or not there were any Losses just as has been 
Suggested by the Chairman, and apparently none in 
this period, that hsve not been taken care of. 

Q. THe CHAIRAN: Do you know as to whether or 
not when prope Lines are) taking ‘over’ in other parts of 
Arerica that is the usual figure for evaporation and 
for misadventure? 

A The deductions Sir? 

i, Yes? 

I have no personal experience. I know there is a 
deduction, that is quite universal to make a 
deduction, but as to thet amount I undexstent Dr. 
Boatright has some evidence on that. 

MR. COMMISSIONER LIPSETT: It must obviously 
be @ round figure of some sort. You could not take 
individual shipments? 

A The deduction of lo? 
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It must be some percentage, of course not necessarily 
a round percentage of 1 or a. 


I did not mean that; bat it must be a fixed percentage? 


Yes. I would think so, to be practical. ‘That 


completes the report, br. Frawley, to where we were 
going to discusS.....e. 

THis CHAIRMAT: I do not think we will proceed 
with anvthing else tonight. 

(At this stage the “saring was adjourned until 10.350 


A.Ms«.16th January, 1939.) 
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16th January, 1938 i lang 

10:30 Ji. Session 
HxRALTS: <A mistake has been made in numbering the 
pages cf the Reccrd, page 2000 following page 1199. 
In order tc avoid confusion later this error will 
net be corrected. To cbtain the actual number of 
pages in the transcript at any time subtract "800". 
MAJOR LIPS&TT: There was an Exhibit 
humberod "2" filed early in the Hearing and I wond- 
ered if at seme stage it would be possihle tr give 
us the figures to the end of 1938 for that, to com 
plete that Exhitrit? 
luke FRAWLEY: Yes. As a matter of fact 
I have new, and it may as well go in now, I have here 
a quite recent statement prepared by the Conservation 
Board showing Turner Valley production and alss show- 
ing pipeline deliveries for the whole of the year 1928, 
month by month, but I want te say this about the month 
ef December; as to all the osher months they are the 
certified production from the wells themselves but as 
for December the Board has return from their own 
field men and they have made from that a fairly close 
estimate of 1938, they assure me, aud it is the best we 
have or will have for some time yet, that is for December 
1938. Now I have shown this toiir. Nolan and I would 
like him to show it to his people perhaps and then IL 
will file it because some of it is his own company's 
figures, figures relating to his own company, 80 its 
might file that at 2 o'clock. 
MR. NOLAN: If we might have an opportunity 
of looking at it because it has only been prepared. 


MR. FRAWLEY: Quite right. 


; es 
aot necelmaney ay a pen used ces te 
St waewe. Low: IGS weed ~ioted 


heh se toner an pada, jolgoteos iota 99 


Pa ee re os pia bole we ee 


‘edd LS Sawtan aa" nyt ea 


2, 


ae 


a eee ed A A Pe oe lis | he 
} 2 ASLO) ett Os Gea ( 2% 


Bayle *y fe 
Y 


dO aWo ald ar wit 7 820% B 


— 


&-& Db & 


~ 2098 = 


MAJOR LIPSETT: There is no hurry in filing 
it, I just thought te mention it. 
MR. FRAWLEY: Quite. 

KENNETH MORRISON, having been 
recalled, cxamined by Mr. Frawley said: 
Mr. hiorrison, when we ro..c on Friday you had just finished 
the first reading of the report itself and in the reading 
of it you had passed over the nine statements or a series 
of statements which you list on page 2, and you intended 
Of course tc go back and go over those statements, each of 
them in detail and that I think is what you would like to 
ao Now, La: it? 
Yes, I think that would probably be the better way of ex+ 
plaining the statements. 
On page 2, Item no. 4, is entitled "Individual Detailed 
Statements of Revenue and Expenditures, Direct and Indirect 
Cost, only for the period under review". Now that is 
really a separate point, Item No. 4 is a separate point, 
it is the individual items which are later summarized and 
those statements ere numbered 16 to 21. 
Now just to make it quite clear, the first two Sheets, 10 


and 11°? 
Are the Getails of the year 1934 for the Diresct and Indirect 


Expenses. 
And let us just be sure the Commissioners have those. 
Number 10 and 11, sheets numbered 10 and ll. 
Thet ig the revenue? 
Numbers 10 and number 11 are for the year 1934 and numbers 
12 and 13 are for the year 1935; 14 and 15 for the year 
1936; 16, 17, and 18 for the year 1937; and 19, 20 and 21 
are for the nine months ending 30th September, 1938. 

Now the details of all of those statements from the year 
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1934 to 1938 are common in the main as to the chief 
items making them up. 

Q You are now going to discuss these statements? 

Yes, but I would suggest we use one period as being in- 
dicative for the purpose of understanding what the state~ 
ments are and that will apply to all the other periods. 
Now if we would take the 30th of September 1938, which of 
course must be kept in mind i. merely a nine months period; 
I have discussed the matters with the company's represent- 
Etives,Mr. Taylor of Price-wWaterhouse, as to whether or 

not it would be possible to regard this period as indica~ 
tive for the whole >-f the year 1958 and they are presently 
considering that matter and will be able to give a definite 
anawer to it quite shortly. 

a In other ede! uk Taylor does agree the first nine months 
are representative of the whole twelve months that will ele 
iminate the guestion raised by the Commissioners the other 
day, to get out tne last three months? 

A Yes. 

@ And rush that work through? 

Yes, because it will not be available until the middle of 
February, that is the figure for the twelve months. 

*) You do suggest ani I take it you have made overtures to Mr. 
Taylor that they should agree that the first nine months 
are representative of the whole twelve months? 

Yes. 

Q Ana have the Commissioners take the first nine months and 
woke Buch conclusions therefrom as if they were dealing 
with the whole year? 

A Yes. As a matter of fact the barrels, through~put for the 


nine months is very close, checks very closely on the 


daily average of the whole year. Now it is a matter of 
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the expenses they are presently looking into and there 
may be some items in the expenses which might throw.out 
that comparison but that is being done at the present 
time. 

Q MAJOR LIPSETT: That is agreed then, that you 
are going to give us a short summary of the figures for 
the year on that basis? 

A No sir, it is not anticipated that the figures will change 
at all but we will show the results as shown by the nine 
months, and take those as being indicative of the figures 
Which would be shown if the whole year had been completed. 

Q Yes, but the profit margin would increase proportionately? 
No, not proportionately; that is to say, after all we are 
dealing mainly with the cost per barrel, and the cost per 
barrel would be almost the same whether we deal with nine 
months or twelve months because the average rate of bar- 
rels per day is the same for the year as it was for the 
average of the nine months. 

Q Yes, but when you gave your earlier summaries the prcfit 
for the year, you gave it for the total year 1937? 

A For the full year 1937. 

Q Yes, and then when you come to 1938 the profit figure you 
show there in your statement is based only on a nine 
months veriod? 

A That is correct.» 

Q That would have to be adjusted to give us it for twelve 
months? 

A Well that was not anticipated but at the moment we are 
Mainly concerned with the cost rather than the amount of 
the profit; after all the cost can be compared with the 
rate which is being charged so that we would get the 
profit per barrel and then that could be multiplied for 
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practical purposes for the number of barrels which had 
gone through and we would arrive at some net profit for 
the year, approximately the net, the same net profit 
for the year evon although we do not have the complete 
figures for tho year. 

Q MR. FRAWLEY: | It 1s suggested to me you might 
divid by three and multiply by four? 

A No, that would not be any more accurate. That is merely 
projecting it out for the full year but you would arrive 
at the same figures per barrel. 

Q What you are saying is8 you cannot give the Commissioners 
the total profit for the year 1938 in dollars? 

A Yes » 

Q But you ean give them the profit per barrel, the cost per 
barrel? 

A We can give them the totals in dollays by, just as you sug- 
gest, dividing by three and multiplying by four but it would 
not be any more accurate in barrel figures than our present 
figures. 

Q We do not know whether we are going to have any agreement 
with the company so we might as well proceed then. 

A Well dealing with the Statement No. 19 in our report for 
the nine months ending the 30th of Septomber, 1938, State- 
ment No. 19, now on the right-hand side of that statement 
is the revenue obtained by the company, the pipeline divi-+ 
sion of the company, for the nine months period and it is 
made up of the revenue derived from transporting oil to 
the refinery and at the rate metnioned there, the 48560 
barrels at 17¢ and 4,514,142 barvels at 15g. The rate 
changed on the 5th of January I believe of 1938 from 17¢ 
to 15¢ and the 48560 barrels represent the barrelage at 


the 17¢ rate; the revenue derived at the 17¢ rete was 
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$8,255,20, and at the 15¢ rate, $677,121.30, a total 
revenues frol vransporting charges of $685,376.50. 

In addition to that the pineline division trans»yorts 

oil to a local sales agent at Turner Valley, which 

they charge 7$ ¢, or half the rate and there were 

20,826 berrels which gave a revenue to the pipeline 
division of $1,93€.95, Now those two figures, $685,376.50, 
and $1936.95 is the total of the revenue fron trenspor- 
tatiom charges as distinct fron the next item which T 
will read; in addition to that the pipeline department 
got revenue aviounting to $85,694.31, which represents 
6429 barrels at an everage price of $1.307l¢ per bar= 
rel, Now teat siount,.as I mention in the report, 
means the gain to the company between the amount of 

tne deductions made in respect of pipeline losses against 
the producing companies and the actual line losses sus- 
tained, and that figure is further dealt with on state- 
ment number 26, the last statement in the book, it will 
be shown on the very last page in the folder, Statement 
No. 26, $63,694.31, at the bottom of the mge on the 

Piet ulin side, and that represents 6429 barrels at the 
figure which Z have mentioned of $1,5C. Now you will 
notice that the actual deductions for line losses where 
88,277 barrels and the actual line loss, according to the 
companys’ record, wes 24,248 barrels or a difference of 
64929 barrels. 

Q WR. FRAYVLEY: light I interrupt there, Mr. 
Morrison, do you know what the percentage of actual loss 
was as eee, deductions for line losses, that is the 
88,277 and the 24,248, we had it worked out? 


Peeit 1s, I have’ the figures, at least I did have the figure 
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.525%, do you recall or was it half of 1%? 

A I think that is approximately the figure. 

G I would much rather you would give it if it is to be of 
Vajue, will you recall to put it in? 


A I will make a note to give *he actual percentage of the 


figure. 


(2104 Follows) 
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A Now the ripe Line Adjustment Account has just come 
into the records of the Royalite O11 Company in 
tie moane. 297,77 end) 19384 so that that item is not 
common to the statements of 1934 and 1935 snd 1946. 
During those previous years the pipe line adjustments 
were taken care of in the records of the Imperiel Oil 
Bbimited and that is the reason that they are not in 
the books of the Royalite Oil Cumpany. 

Q Pee Om ESSslOman Lirsut?: ‘ill it be convenient 
now to deal with the item Pipe Line Losses for the year 
1937, only for that year? 

4 Yes; 1 wowld be quite convenient. Now if you will 
refer to statement Mo. 16. I suggest we just keep 
these statements extended out and probably it would be 
easier to handle each statement if they are extended 
out. Statement To. 16 is the Revenue Statement for the 
year 1957, and it will be noticed from that that we 
have a pipe line adjustment of 350,801 barrels, at an 
average of .1.8661, or a total of 57,479.63. Now 
then, if we refer to Statement iio. 26 again, you will 
fendwethat.<fisure is reflected. there as) tha,anount. = 
there are two sums in this years because the Itmprial 
Gomes into the picture aswell. On Ltatement No. 26 
it will be seen that the total gain in respect of Pipe 
Line Deductions was 36,305 barrels with a total value, 
that is on Page 26, 86.305 barrels and they had a. total 
value of ..68.728.95. But of that amount 9,969.40 
was credited to the Imperial Oil and $58,769.55 went 
to the Royalite. Now there would appear to be a discrep- 
ancy there which I can explain. 58,769.55 which is 


shown on Page 26, is affected by an item in 1956 
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Kenneth J. Morrison. afl BLO) See 
on the same page, Page 26. You will find an item 
under 1946 of $1,289.92, and that was an adjustment 
which was actually made in the books of the Company 
in- 1937, but in order to show which year it is insofar 
as the experience in Line Lossess were concerned, we 
treated it as in the proper year, so that actually 1937, 
insofar as Royalite was concerned, showed a profit of 
wo8, 769.56 and 1936 a loss of $1,289.92, resulting in 
a net profit as shown by Statement Nos 16 of (57,479.63. 
Q That 957,479.63 is a figure that you refer to on page 
(*ee Yoursreport? 
That is correct. 
As the figure that they had not given credit for? 
In the. Jersey Statement? 


In the Jersey Statement? 


oS - p  i — , 


That is -correct, Sir, yes. Now then, to give you 

the information so far as 1957 is coneerned,. of the 

Pipe bine Adjustment. It also, of course, takes up 

Har: lyn b 998 of L956. 

Q THE CHAIRMAN: Does it appear wy the 
Imperial carried this adjustment account prior to 19357? 

A Well, my information, Sir, was that the price which 
the Imperial paid at that time vas, prior to October 
4th, 1936, was deemed to take care of the adjustment. 

Q exe FRAWLEY: The field price was the price 
which Imperial Oil paid the RKRoyalite for the oil? 

A To the Royalite. It was Royalite Oil then. 

Ii. COMMISSIOMIR LIPsetr: Just following that again, 


£) 


from your Page 7, |‘x. Morrison, of the report, Exeess of 
Revenue over lixpenses. The figure for 1957 which you show 


as G2925102.89, that should, in your opinion then, be 
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increased by 257,479.63? 

A That is correct. And in our statement, Statement No. 
16, we have so included it. 
Adjustea it? 
Yes. ‘e have so included it as domreny revenue of 
that year. The summary on Page 7 is merely q summary 
of the Jersey Statements. There is probably one item 
which might just as well be explained here in connection 
with these Pipe Line Deductions, that we are regarding 
the Pipe Line Division almost as a separate entity 
for the purposes of these statements. Mow there is a 
certain proportion of these deductions which are made 
from Royalite vil Company's producing wells. In other 
words, the Company, one other department of the 
Company is suffering deductions for Line Losses, 
the profit on which is reflected as a profit or a gein 
of the Pipe Tee Gr teoL. You see there are producing 
wells by the Royalite and by other companies. Now 
the same deduction is mace as against the Royalite 
wells as is made egainst all of the other wells. 
There was some portion of profit shown in these 
statements as a cross-entry in the books of the 
Company, but for our purposes, regarding the Pipe 
Line Department as e separate department, then 
we have regarded these as an earning of the Pipe 
Line Division, as the books of course show. The 
hooks show it as an earning of the Fipe Line Division. 
I wanted to marke that explanation so it would. be alear 
that that does not of. necessity mean revenue from 
outside produ7ers. 


Q Tree CHA THD AI: Does it appear, supposing 
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Kenneth J. Morrison. =a Onc 
the Company made a profit in their Adjustment Account, 
a considerable profit in any one year, does it appear 
what portion of this co-salled profit they pay 
themselves? 
That is what proportion Of Ghat profi t.wic«. 

Q Be ing the Rovaluve Compa ny you .ars ralking about, the we 
Pine aise pee, ee a separate entity? 

A Correct. 

Q And they themselves act as judge? 

A Yes, as is shown by the records. 

Q In making deductions from themselves? 

A In making deductions from themselves. 

Q To protect themselves against Pipe Line Losses‘ 

A Yes. 

Q So to the extent as it has happened in the pest, there is 
9 profit? 

A Yes. 

Q In some years anyway that profit is not an actual profit 
to the Company as a Company? 

4 Now oie) 2s true. That is correct. 

Q And of course I want to know has it been ascertained what 


weight is to be given to that feature, if we are to 
decide it? 

A AS) to the extent of it, Sir? 

Q Yes? In short,-how much of the so-called profits are 
they paying themselves, taking out of one pocket end 
putting it into the there 

4 It ean only be done by taking their proportion of the 
difference. That can be done. 

Q Would it be a great deal of trouble’ 


A No, that can be done. 
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I think that would be interesting? 

A I wanted to make that explanation so that the Coumission 
would know about that. 

Q At the moment, subject to what the witness or VUounsel 
might have to say, it strikes me that we perhaps should 
not lose sight of the fact, hovever many departments the 
Company might conceive itself into for its internal 
workings, it is, nevertheless, a Company? 

MR.NOLAN: “e are of the opinion that figure 
should be brought before the Commission either by we ourselves 
6ralirs Morrison in conjunction with us. It is only 4 

simple matter. We will produce the figures. 

A As @ matter of fact we have the figure if it is necessary 
to walculate the amount. 
MR. HARVIE: In this connection the Company 
i represent would like to be of some use in this phase 
of the Inquiry, bus in view of the fact there are no extra 
copies of the Reports and things now being considered, 
it is really of very little use me spending any time 
here unless I can get that. 
THs CHAI #N: I suppose that has not been 
dune because you expressed at one time little interest 
in the Pipe Line matter. 
MR HARVIS: That was purely the phase having 
to do with the life of the field. \ie are very 
interested, in this. Possibly we are responsible for 
something like about one-third of the pipe line income, 
So we are naturally very interested in this phase. It 
makes it very difficult for me to follow. 
THe GUAT STAT! : Oui te. Sor. 

A referring back then to the statement on Page 19, Which is 
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the period that we have been speaking of, for the mine 
months ending September 1938, the total revenue of the 
Pips Line Division of the Company was 771,007.76. That 
is on Page 19. The totel is down at the bottom of that 
page, and sets out the total revenue of the Pipe Line 
Division as .3771,007.76. Now as against that there 
were certain expenses that had to be incurred and borne 
out of that revenue, and those are shown on the lefthand 
side of the statement on Page 19. Under the head of 
"Direct Operating Costs'and the sub-head "Oil Gathering 
Lines," these are as shown by the books of the Company 
with the exception that the allocations there have been 
made by the Company have been by mutual consent eliminated 
from these figures, and the totels are as follows:- 
Labour. Department Heads or Foremen »2,698.123 Gaugers, 
Line ““alkers, and Laboratory Test tien 22,666.95. Under 
the heading of repairs, Pumps, $4,928-16; Electrical Equip- 
ment, ~202.40; Boilers ,191. 0; Pipe Lines and Tanks 5,037.03; 
Buildings *}284.54; and General $3,427.52; Clerical Help 
0,005.65 and Utility Expenses »2,759.99, making e total 
direct opereting cost under the head Oil Gathering Lines 
of 45,585.75. tow these expenses are directly chargeable 


to the Pipe Line Division. 


Q Mas RAV LY: Yor Leavour: onuy: 

A labour, and Repairs leter on. Under the main heading of 
Labour. Then ve come to materials. 

Q Te CHA IRUA IN: Take Repairs to Pumps? 

A That 1s labour. 

Q Labour in repairing the pumps? 

A That is correct. 

Q How many pumps are there’ I suppose you do not know? 
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A No, I do not know. <All of these items, of course, I 
might say, are subject to examination of the auditors 
of the Compa ny generally, and we have not gone back of 
that. ‘ie have not examined to ses whether or not these 
are correct charges égainst the Department other than 
what the books show. In other words, we have not meds 
an audit of this Department. It would be quite impossible 
in the time at our disposal so to do. So that we have 
accepted the charges as made by the Company. 

Q And as audited by the Company's auditors? 

4 Yes, and as audited by the Company's auditors. I cannot 
Speak as to the extent of the audit. Under the heading 
"Material". we have small tools and supplies, 44,265.97; 
Repairs to Pump ,7,966.52; Hlectrical squipment 567.24; 
Boilers }3533,46; Pipe Lines and Tanks 4,646.28; 

Buildings 644.08; General 1870.12, and Lubricating Oil, 
Grease and Gasoline $586.17, or a total under the heading 
of "Materials" of »20,079.84. Under the heading of 
Transportation #xpenses. .6,380-91, Fuel, Water and wator 
Treatment $2,015.5%. Utility Expense 12,207.68, Janizors' 
Supplies 322.66. 411 other expense 41,788.50 and Power 
Purchased 3,654.97, making a total of Direct Operating 
Costs of the Oil Gathering Lines 81,735.48 for the nine 
months' period. Then our Direct Operating Costs for the 
Calgary Trunk Delivery Line. Under the heading of Labour. 
“Well we have the same h adings practically as in the Oil 
Gathering Lines. Department heads or Foremen 2,810.63; 
Pumpers, Line walkers and Laboratory Test Men 48,866.81; 
Repairs, Pumps, 1,250.91; Meters 12.95, and slectrical 
Squipment 19.15. Then we carry on on Page 20. A 


Go tinuation of those items under the heading of Repairs, 
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Pipe Lines anu Tanks $2,657.10; Buildings 4222.20; 

General »988.50, Clerical Help &2,011.70 and Utility 

$404.83, or a total under the heading of Direct 

Operating Costs for the Calgary Trunk Delivery Lines of 
(19,244.58. 

THi CHAIRMAN: Doss it appear what goes in 

under the word "Utility"? 

Thess are a number of items that are under the Utility 

basise I have not got the details of them, Sir, at the 

moment» 

What is meant, I co not understand the use of the word? 
Te. FRAWLEY: You mean light and water? 

THE CHAIRMAN: Is that what they paid out 

to some public utility? 

Mn. PRAY: No, whatever it is, it is not 
that. 

No. I can get ttt explanation. I have not got it at 
the moment. I nave it in my working papers, the details 
of what is made up in that figure. 

There is a word there that I do not know its Significance. 

Major Lipsett points out that on Page 19 We have Utility, 
4wo thousand dollars odd? 

Under Oil Gathering Lines? 

Yes? 

Yes, we have the particulars. 

It gets to quite a sum, and I think perhaps we should 
know what it is. No poant it is quite explainable? 

Oh yes. That is a total of 319,244.58, Under the heading 
of Calgary Trunk Delivery Lines Labour. Now under the 

heading of "laterial" on Page 20 we have Small Tovuls 


and Supplies $3,946; Repairs to Pumps »2,445.40; 
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Kenneth J. Morrison. Meee 
Meters 9217.28; Blectrical Hquipment 410.01; Boilers 
yeoe79; Pipe Lines and Tanks 2,231.58; Buildings 
S77.47, General $319.42; Lubricating Oil, Grease and 
Gasoline; 1,720.55... That is. a total’ of (10,978.50. 
under the heading of Material for Calgary Trunk Velivery 
Lines. 

=) Lubricating Oil, Grease and Gasoline. That is money 
paid out for those? 

A For those items, yes. 

Q Does it appear if it was paid to amen 

ys) Oh no, these are outside expenditures, expenditures outside 


of the Company altogether. 

Q I did not know but what this Pipe Line Department, being 
considered as a separate thing, they had bought from the 
other department? 

A Oh wos . POL tsourse; "one of the great difficulties) in) this 
is thet you have to have a distribution of expense, and 
there are so many varied companies that you will find a 
voucher coming from,say the North ‘iest Company, which in 
turn is distributed in the Royalite Company. @ have not 
gone back to the North ‘est Company. 30 ‘that 28hen vat 
least as purchased from the outside. It would be almost 
interminable to do so. So that we have taken it these 
are expenditures made, not to themselves, Welk wea know 
they are not to themselves as a Gompany, but the voucher 
comes through other affiliated companies, hecause a 
number of the expenditures made by this Company, finally 
made, are distributed from, sey the North “est Company. 

Q I suppose these are all products that go through the 
refinery. They would not get it from the Royalite‘% 


A It is not likely, no. ‘hile we have not examined that 
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phase of it, that is to say whether or not they were 
purchasing from themselves,in the iain we are quite 
Satisfied there is nothing of that kind. 

Q No? 

4 Transportation $2,224.57; Fuel, water and Vater Treatment, 
S004¢2.223 Utility Expense 31,777.16; The same explanation 
will be obtained for that item. Janitors' Supplies ..2.90, 
all other expenses 41,718.95. Now there was an item, 
Rentai of Storage Tanks at Imperial Oil «efinery amounting 
to $14,583.30 waich we have eliminated. ‘se have not 
regarded that as being an item of expense properly charge- 
able to the Pipe Line Division. 

Q Pirate ee LS Ys “hat is that transportation, 
wapectwol, that only means with respect tos..... 

Trucks. 

q That is still Direct Operating Costs of the Calgary 
Trunki Deliverine Lines? 

A Upagmestcorrecy a 'Vot will find 6 isimihar ttem in the 
Oil vathering Lines. That is the distributionvof 
their truck expenses. Wow with regard to the amount 
of rental of storage, probably it is just as well 
that that matter should be discussed now from the 
accounting point o* view. The first thought that we 
had on this was when we asked for the production of 
the agreement with the British American Oil Company 
with respect to stowage. We felt that there were three 
Companies involved in the transporting of oil, the 
Imperial Oil Compsny Limited, the British American Oil 
Company Limited and Lion Oil Refinery. With respeat 
to the Imperial Oil on oil purchased, that is the 


property of the Imperial Oil Company at the field. 
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Kenneth J. Morrison. ~ell4-= 
ty felt we could not see the correctness of charging 
ae the Pipe Line Department any items for storage in 
the yards of the Imperial O11 Limited of their own oil. 
It was their property and we could not see why there was 
any correctness in charging the Pipe Line Division with 
GHy sverage/ of) imperial’ Oil's oil-in the yards of the 
Imperjal Oik Limited. The. with regard to British 
Are rican O11 Company, dxhibit "29" provided that the 
British American Company were to supply sufficient 
Stprage tion the storing or their oil in the yares of 
the Imperial Nefinery. That agreement, however, appears 
to have been amended and Mr. ‘weLeod in his evidence 
So stated, that that agreement had been amended. However, 
Soime luriner Vinh the matier,: we. find on txhibit "77". 
Which is a copy of a telegram from ir. Bronsdon, reference 
Toullauee For Benibit "29". 
Q THE CHAIRIUAN: And kir. Bronsdon is? 
A Il understand Secretary of British Americ2n Oils. 
ie CRA LEY He is the Secretary of British 
American Oils. oo) ae 
wa The folloving dquection,<= E think I would like to have 
Preniviw '20". “e¢ might refer to Clause 2 whieh iis 
reterred to here. 
1) You can have my copy- 
A Clause. 9 of uxnibit “29" of whieh this is.4a copy 1 
understand, from ir. Frawley, says: 
"The producers agree to have sufficient avail- 
"able storage at its Calgary storage tanks for 
"receiving for a period of ten days consecutively 
Neat the rate of Six thousand (6,000) barrels 


"per day. Ghould the producer at any time be 
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"unable to accept delivery in Calgary of its 
"oil from the transporter, the transporter 
"may refuse to accept further oil from the 
“producer in Turner Valley until such time 
"as the producer has adequate storage capacity 
"at Calgary to receive the oil ready for 
“delivery. After any delivery of oil by 
"the transpar ter has been commeneed, it will 
"not be blocked oz stopped by the producer 
"until the transporter has comple ted said 


FaeMivery of o11." 


Q MR. FRA'.LAY: ul. Bronsdon is referring there, 
he says to a certain..... 
A This is the Agreement that he refers to. I am going 
to. vead the telegram, Exhibit "77?" "Re Tel. Paragraph 
4. That is not the one I have in mind. Paragraph 9"=- 
that is the one I have just read, should he read in 
conjunction with Glause 4 in the refining agreement 
Which reads:- 
"Tmperial agrees subject to the Provisions 
"hereof, to provide sufficient available 
"storage at its Calgary Refinery to receive 
"crude oil, naphtha or ahsorption gasoline 
"from B.A., at any time, and in any quantity 
"that the Pipe Line transporter of B.A., 
"may deliver up to a maximum capacity to 
"receive Six thousand barrels per day for 
"Ten consecutive days. Should Imperial at 
"any time be unable to accept delivery at 


"Sts Calgary Refinery of B.£'sS oil from the 
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"transporter, toe Imp rial will provide 


"storage for said oil elsewhere". 


(Go to Page -2217-). 
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MR. PRAWLEY: Now I think is the time to 
introduce this agreement which I asked for and which 
only came this mcerning, particularly because Paragraph 
four has been referred tc in the telegram which is net 
quoted in full, one shoyt sentence, so I will new of-= 
fer the Agroement dated the 18th of September, 1936, 
between the Imperial Oil Limited and the British Amer~ 
ican Oil Company, Limited, which I think can be here« 
after referred to as the refining agreement between 


those two companies. 


(AGREHWENT PRODUCED HERE 
MARKED AS EXHIBIT "90") 


MR. PRAWLEY: Mow I think I had better read 
into the record that same paragraph right from the 
Exhibit. I think we might read, these paragraps by the 
way are not numbered, Mr. Bronsdon is simply beginning 
his numbering from the witness clause, and the third 
paragraph is: 


"B. A. agrees to arrange with the So ick Oil Cempany 


. 


ey 


Limited LOT tne” ePAansportation threueh ite pipeline of all 
erude cil asphthadsiand cbheorption gascline from B.s.!* 
tanks in Turnev Valley te the Imperial O11 Company 
Calgary refinery tank. Imperial agrees to act as 

B. A.*g representative to measure the quantity and 
quality cf oil received in their storage tanka at 
Oalgary. Imperial also agrees to measure with the 
representatives of B. A» and Royalite the quantity 
and quality of crude oil, naptha and absorption 
gascline delivered by B» A» to the Royalite Ail 
Company, Limited in Turner Valley. Imperial will, 
subject to delivery thereof to Calgary tanks as afsro- 
said, credit B. A. with the quantity and quality of 


such crude oil, naphtha and absorption gasoline as 
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0-202 - 2118 - 
measured in Turner Valley and those measurements, less 
deductions ef 2% cn crude oil and 3% on naphtha, will 
be used as the basis of calculating the yiclds and onat 
&@8 shown in Schedule "An." 

Tha there is quite a comprehensive schedule attached. 
Then four, the puragraph which Mr. Morrison was reading: 
"Imperial agrees, subject to the provisions hereof, 

to provide sufficient available storage at its 
Calgary Refinery to receive crude oil, naphtha or 
absorption gasoline from BoA» at any time and in any 
quantity that the pipeline transporter of BeA. may 
deliver up to a maximum capacity to receive 6,000 
barrels per day for ten consecutive days; should 
Imperial at any time be unable to accept delivery at 
its Calgary Refinery of Bo.A.'s oil from the tran- 
sporter, Imperial will provide storage for said oil 
elsewhere. After any Jelivery of oil by the tran- 
Ssporter hes teen commenced, it will not be blocked 
or stopped by imperial until the transporter has 
complete’ gaia Jelivery of cil." 


Now having this only put intc my hands at this moment, Mr. 


Chairman. 

MR. NOLAN: It arrived this morning by air 
mail. 

MRe FRAWLEY: Quite, it only arriv ad this morning. 


I think that is all at the moment: I want to call the 
Commission's attention tc- 

THE CHAIRMAN: What is the date? 

MRo FRAWLEY: The date is the 18th of September, 
1936. The agreement, Exhibit "29te-- 

WITNESS: Is the same date. 


THE CHALRMAN: The same date? 
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WITNESS ; This is the agreement between 
the Royalite and the Imperial. 

Q MRe FRAWLEY: The transperting agreement be- 
tween then? 

A Yes. 

@ And this is the refining agreement between the Be A. and 
the Imperial? 

Yes. 

Q MAJOR LIPSETT: Is the sequence then of events, 
the Be A. makes au agreement with the Royalite for trans-~ 
porting their oil and that the Royalite would provide 
storage in Calgary; the Be A- then makes an agreement with 
the Imperial in connection with refining, upen which th3 
Imperial would take over that storage obligation? 


MR. FRAWLEY: Except I think perhaps they are 


all simultaneous, 


MAJOR LIPSETT: Bat I moan that is the effeat of 
Lt? 

MR. FRAWLEY: Yes. 

MAJOR LIPBET?: And then having agreed with tho 


Imperial and the B. &., the Imperial then asks the Royalite 
to pay for that storage 935,000 a year, is that right? 
MR. FRAWLEY: The Imperial asked the Royalite 
tc pay $35,000 a year, you see I am in this position--~- 

MR. HARVIE: I dod not think that is correct, 


if I might interrupt. I do not know whether Mr. Nolan can 


explain that. 


MR. NOLAN: We intend t: explain it through 
evidence. 
MR. FRAWLEY: Well Mr. Morrison suggested that he 


might justify or give reason for eliminating this and he was 


proceeding to de that. There will have to be something 
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K.liorrison 
addressed to the Commission with respect to this eee, 
Certainly Mr. Nolan is concerned with it. 

MR. NOLAN; E did not know that Mr. More 
rison was going into that. Hs states "on the advice of 
Dre Boatright a pstroleum engineer", Mr. Morrison has dia- 
regarded this item. 

Q MR. FRAWLEY: Let me adk you, have you some 
reasons of your own, perhaps I should have asked you that 
on Friday, in addition to the opinion you obtained from 
Dr. Boatright, the petroleum engineer, did you have some 
view of your own with respect to the elimination? 

A Quite so. I had eliminated it before discussing it with 
Dr. Boatvight and he merely confirmed frem another point 
of view entirely the climination. I have eliminated it, 
from the first IL eliminated it from the Imperial, the 
Imperial's oil. and secondly the B. A» oil, but that Wes be- 
fore Mr. McLeod gave his evidence, 

Q I have this suggestion to make, Mre Morrison, I think you can 
pass from it now and come back to it, with the leave of the 
Commissioners, and then you will have an opportunity to read 
the exhibit which only arrived this morning, to satisfy your- 
pelf as well as you can from an accountant's standpoint as to 
the effect of thst agreement, and then come back and discuss 
it later. 

MAJOR LIPSETT: Just before he passes from it, Mr. 
Frawley, the reason I raised the question was not with any 
view of forming any opinion out the reason I raised it was 

“or tho storage was tc be eliminated, 


as 


this, if this smovu.nt 


would it% not Zollow then that any expense incurred by the 


Royalite in this account for operating that storage tank 


should alss be taken into consideration. 


A Well there ig no expe rse that I know of, sir, other tin this 


item of rental, that is to say, there if no expense incurred 
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by the Royalite Oil Company other than this amount of 
rental so far a3 we have been able to ascertain. 

8c fax as the books show then the Only expense of run- 
ning these tanks in Culgary is borre by the Imperial? 

That is correct. 

MR. FRAWLEY: Let me ask you that, do the 
workmen of the Royalite go upon the premises of the 
Imperial Oil to attend to these tanks? 

Not so far as I could ses and I understand it is otherwise. 
The Imperial does it all? 

Yes- 

And the Royalite pays them $35,000 a year? 

That is correct. 

Now unless there is some objection in your mind, Mr. Chair~ 
man, as to that ani unless Mr. Morrison feels qmite satis- 
e260 

THE CHATRMAN: I want to hear a lot more about it 
but I do not care when. 

MRo FRAWLEY: That is the point, if that is in 
accord with your own views, Mre Morrison? 

There i8 nothing further to explain, that I have further to 
add, I was governed juxut in regard to the Imperial by the 
fact that it is the Impevial‘s oil; secondly so far as the 
Bo As, by these two contracts. 

It. ix the Imperial O11 Company's o11? 

Yes, which is being stored at the Imperial O11 Refinery. 
And the British Americans also? 

Yes, but I am speaking now in two divisions, the Imperial 
Oil first and the Be A» by these contracts. 


All right. Now that takes care of all these people who kad 


used or whose oil i8 kept in these tanks? 


Yes> 
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Now what with respect to the Lion O11 Company? 

it is somewhat different with respect to them, except 
as to this point that insofar as the pipeline charge 
of 15¢ which is presently in force is coneerned llr. 


McLeod in his evidence stated that there was no charge 
a Te 


in there for storage. Now then all other parts, all 


other t ransactions, with the Lion Oil Company are handled 
through the Imperial and therefore, any charge which may 

be made to the Lion Oil should come out of #he earnifigs of the 
Imperial, which charges 6¢ for piping from the Imperial Re- 
tinery to the Lion Refinery or ao 5¢ handling charge in the 
case of loading. 

Q THE CHALIGIAN: would you mind enlarging upon 
that, you say any charge made to the Lion Oils in respect 
to the storage of the Lion 6ils? 

Would be borne by the Imperial. 

Q Why? 

The only charge made by the Royalite to the Lion is for 
transporting their oil and Mr. kieLeod states that there is 
no charge in there for storage. 

Q I thought Mr. Mo4eod ststed that that would include the 
storage. 


A Ne I think not, sir, on page---, I have not the volume at 


the moment. 


Q MRe FRAWLEY: ijre Morrison I know looked at tmt, 
if you will excuse me for a moment I will bring up the com- 


plete transcript of the evidance. 


THU CRALIRMAN: De you recall, Mr. Nolan. 
Mne NOLAN: No, my memory of it was that Mr. 


MeLeod said that the 15¢ included storage. 
THE CHAIRMAN; That certainly was my impression 
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aleo but it may be a very different picture, it might be 
well worth our while te have a fivo minutes! recess and 

have you and Mr. Frawley if you will look at tunt before Nr. 
Morrisen proceeds, settle it just at this point. 

WR. NOLAN: Yes, my Lord. 


(A Five minutes’ recess wan here taken). 


MR. FRAWLEY: Mre Chairman, I will read from 
page 883 of the record, the evidence of the19th of 
December, 1938, it was at the time that we asked Mr. 
Nolan to produse the correspondence or other documenta 
vegarding the transporting of cil, between the Imperial 
and the Royalite. Mr. MeLeod was on the stand. 

"Q. MR. FRAWLEY: Are wes to understand that the 15 
cent rate, Mir. MeLeod, which you charge the Imperial, 
is purely to gather, to transport and to put into their, 
into, well now just wnat is it for, to gather it and 
handle it or anything else but gathering it and 
transporting it? A. And storing it against the day 
they will need it. @. And storing it? <A. Yes. 

Q- Then is there something in the 15 sents then for 
storage? A- No. Q- Then it is just that you gather 
in and transport it for 15 cents? A. Yes» Q. You 
store it free of charge and pay them $3000.000 a month 
went? A. Yes.™ 
Mike FRAWLEY: That appears at pages 833 and 
834. Now, Mr. Morrison, you made a reference to the 
transcript a ®ew moments ago in your evidnece, is that the 
reference? 
That is the reference I had in minc. 
Now is there anything else you want to say now. You were 
dealing with I think particularly with the Lion Oils? 


A Yes, the only other charges in respect of the Lion Oils 
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go threugh the records of the Imperial Company and do 

not in any way acsrue to the benefit of the Royalite Oil 
Company and therefore I have not considered that any 
charge in respect of storage for the Lion is a proper 
charge against the Royalite Oil Company. Now Exhibit 
"79" gives the @etails of the storage, that is held in 
respect of the various companies. 

Q THE CHATRMAN: Now tir. Morrison, the storage 
of the Lion Oil,+ you say that with respect to the BedA., 
the imperial has cbligated itself to do the storing? 

A Yes. 

Q And with respest_to the Imperial itself, it is storing 


2t80Wn oi), that is your position? 


A Yes. 

Q So you eliminiate the charge? 

A Yes- 

Q Have you taken into account at all what is the practice in 
America with regard to pipeline companies as to whether or 
not they should provide storage tanks at their point of 
outlet, cr as to whether cach refinery provides its own 
tankage and the pipeline company merely transmits to those 
tanks. what I am getting at is this, Mr. Morrison, to put 
it in another way. the pipeline company as a pipeline com= 
pany receives oil for a number of people we will say in 
Turner Valley? 

A Yes. 

2) Lt, buines, it to. Calgary? 

A Yeseo 

Q It must there do something with it, either it is the 


practice ®or these people who desire to have it transported 
to provide their own tanks in which event the transporting 


company has nothing to do with it, or it is part of the 
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service of the pipeline company to have a central depot 
to which it brings oil and from whieh it pumps to the 
various refineries which are taking the oil from it? 
Yes. 

Q Do you know which it is? 

A That phase of it, sir, EI have discussed with Dr. Boat- 
right, and it was with reference to that phase of it 
that I said he would no doubt give evidnece. I do not 
think I am competent to speak on the practice of pipe- 
lines as to that phase of it. 

No - 

A From the accounting point of view I dealt with the 
actual situation which we have here. If we have of course 
a situation where there were many customors then I would 
have considered that situation also. 

2 What I am trying to get at at the moment in connection with 
your evidnece is, is any part of your evidence predicated 
upon a conclusion with respect to pipeline practices else- 
where, no matter where you got that information? 

A Yes, well when I say yes, it is from my discussion with Dr. 
Boatright but not from my own knowledge, so he would be more 
competent to speak as to that. 

You came to the conclusion youshould eliminate it? 

A Yese 

Q Have you done that wholly from the standpoint of an account- 
ant or have you, as part of your elimination, fyom whet Ir. 
Boatright has said to you? 

A Yes, partly. 

Q That is what I mean. 


A I have also, E have in the first instance done it as an 


4 


accountant fron the evidence before me and then [ discussed 
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with Dr. Boatright as to the pipeline practices, it igs 
more or less from both considerations that caused me to 
take my stand on the matter but I am not speaking of the 
-pipeline practises from my own experience. 

Q No, but the effect of your evidence then I take it to be 
is, as a chartered accountant you would have eliminated 


these anyway? 


A Yes, that is correct, under the present circumstances. 

a] Quite sd. 

A Not from the point of view of pipcline practices at all. 

Q Quite sc, all right. 

Q MR. FRAWLEY: I just want to follew that up 
please, the Chairman has put to you that oil is gathered 
from a certain, a large number of wells in the Turner 
Vall ey? 

Yes. 

We may have had this before but let us be quite clear 
about it, the Royalite Oil Company, you understand from 
your examination of the books, purchases the oil from 
all of the wells in Turner Valley except, eliminating 
the Bo Ae? 

A And the Lion. 

Q And the Lion? 

A Yes. 

a They purchase the oil from all those wells? 

A Yes. 2 

Q When does it become the property of the Imperial Vil Limitee, 


both from what has been said in evidence here and fram what 


you have found ous from the examination of the books? 


A From the accounts it becomes the property of the Imperial | 
i a TL 
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Instantansously it becomes the property of the Imperial? 
Yeo 

It is bought by the Royalite frem the Anglo-Canadian well 
we will say but as soon asp it begins to move in the pipes 
I am speaking now from what the recordaa show. 

Yes, what the records show? 

The records show the payment is made to the vender and at tie 
same time an entry is made charging the Imperial. 

Yes, so that it is, with respect te the Imperial'g oil, 
which is the greats majority of it of course? 

About 70%. 

That is at all times the Royalite is simply gathering and 
pumping Imperial'’s oils? 

That is my view. 

So that the Royalite O11 Company is then simply a carrier 

of the oil? 

Yeso 

Of the Imrperial's oil? 

Yeso 

Then they take it into Calgary and it goes at least on to. 
the prceperty of the Imperial Oil Company? 

That is correst. 

Into the tanks which are adjacent to the refinery? 

Yes. 

And go placed adjacent to the refinery for use, for access 
to the refinery itself? 

They weve part of the refining plant. 

Now with respect te the British American Oil Gompany, they 


go to various welis in the Valley under the direction of 


the British American? 


Yes. 


ye 


Bee 1 pict 
wl ask ake SS ORT 
: Vow 4 
Pt let ) ‘ 
te ie x: 
: ee 
; i eS ses E 
dhk throne Sie Ss) 
th, A v ee tory . 
Re V+ Se URN See 
a oe ie is 2 
a oo in " 
BATS! Lae 
oy ey 28 8% » wv 
Qs chy ae 
a) hey in t ye 
AB OH 5) wea iy ! 
. 
Qa ry ” 
+e, == : 
TEINS $3 
ae ° 
« 3 . ~t. , * 
- a he ie, 
eye ; 


ee 


cy fae) 


4, 2 rer 
' 
even 
SF g' 5 
2 tes 
eek 
F Pace 
’ 7 0 
. 
7 , 
‘ 
eye 
Lin : 


Ne 
a=" 


ies 


7 a 


a ey tr 


yy - ts 
A TA OK Se de 
err 
as . “ 
esl =e 
Sa Ne 
. 
‘ ‘ 
\ ‘ 
0 


CH2412 | 
K Morrison e128 - 


& > HS & 


Take the Brown Wells for instance? 

Yes « 

And a& soon as the oil starts to move it is the pruperty 
of what company? | 

It is the property of the British American Company. 

Of the British American Oil Cempany? 

Yes. 

And it continues to be the property of the Britiah 
American O11 Company continuously until, for all times, 
and the Royalite is merely a carrier? 

That is in accordance with the agreement, Exhibit "90". 
And similarly with the Lion O11 Company, there is one 
operation there, the Sunburst well has a contract with 
the Lion O11 Company? 

The Sunburst well, well I don't know off any contract but 
they purchase the oil. 

There is some arrangement there? 

Yes. 

And directly the oil begins to mowe at the tanks of the 
Sunburst Oil Company into the gathering lines of the . 
Royalite Oil Company, it is the property of what Company? 
The Lion Oil Company. 

And the Royalite Oil Company is a oarrier of that for 
delivery to the Calgary refinery tanks? 


That is where it is delivered. 


And then it is taken by, delivered by the Imperial Oil 
Company into the small lines and over to the Lion Refinery? 
That is correct. 

Perhaps you have already said, but will you tell us when 
the period, the period when that rate began? 


Of which rate? 
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Q This fouwtecn thousand, I mean the rental. 

J The vental on the lst of May, 1928. 

Q On the lst of May, 1938? 

A That is right. 

Q How long prior to that had this process existed, which 
continues today? 

A The agreement was entered inte on the 18th day of 
December, 1956, and was effective as from the 4th day 
of October 1936. 

Q LI just wanted that to be sure, from the lst day of 
October, 1956 or thereabout and all during 1937 until 
March, did you say March or May? 

Until May, 1928. 

Q Until May, 1938, no charge was made by the Imperial to 
the Royalite for any storage space that they occupied 
in their refinery yards? 

That is correct. 

Q Now one further point, the Imperial, the Lion O11 Company 
is not charged anything, no account is rendered that you 
have found from the Royalite or the Imperial to the Lion — 
Ofl1 Company as a reimbursement for the storage which the 
Royalite pays to the Imperial? 

4 No, certainly nothing from the Royalite Company. The / 
only charge by the Royalite is the 15¢ transportation +H 
Bee eo ne ete peer an ye [ 

Q Ia there ete ene ds ty the Royalite Oil Company 
against the British American? 

Ne, not that I cam see. 

Q As a partial reimbursement of the rental paid ty the 
Royalite to the Imperial? 

A No. 
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Q MR. COMMISSIONss LIPSETT: Before this elimination? 
A Yes. 

Q vas the service that the Royalite Company performed for 


the Imperial Oil for this 15 scents, the service of 
transporting the oil from Turner Valley to the Imperial 
Refinery and to store it there? 


A Well, Exhibit "29". You are speaking now of the B,A.? 


Poy) 


Nc, I am speaking for the Imperial O11 Company‘ 

A There is no Agreement that I have been able to find 
as to what it actually meant. 

Q From the accounts the Royalite Company did the transpor- 
tation direct to the Imperial Refinery at Calgary and 
paid for tanks to store it there for them‘ 

A Since the lst of May, 19388. 

Q Lh whe ease or “Lidh Oils, for. the 15 céntsyali they do 

is not te deliver it to the Lion Refinery, or provide 

storage at the Lion Kefinery for it; but they simply 
hand it over to the Imperial Refinery at Calgary* 

That is true. 

And it costs then the Lion Oils this additional? 

6 gents. 

6 cents? 


Yes. 


2) Ses 4 eS Ee 


To get the same service that the Imperial get for 15 
cents, is that correct* 


A That is correct. 


NR. NOLAN: It is not the same service. 
The Lion Oils has their oil transported by the Imperial 
Oil from the refinery to the refinery of the Lion Oils, 
which is some distance away. 


Q Yes, for en additional charge? 
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Kenneth J. Morrison. ~213]- 
A For an additional charge, yes. 
Q MR. COMMISSIONSR LIPSSTT: In the case of the 


Imperial, the Royalite sends it direct to the Imperial 
Oil Refinery for 15 cents and stores it there? 

MR. NOTAM: Yes. 

ever ae LONE LE PONTT § But when they come to 
deal with the Lion Oils they do not give them that 


service for the 15 cents, but they charge them an 


additional 6 cents? 


Ps “NOLAN: No, they give them additional 
service. 

& MR. COOMISSIONER LIPSETT: Hox which 6 cents te 
charged? 

A I think we are all in agreement on that, 6 sents is the 


additional charge to the 15 cents, as compared with 
the Imperial and the Lion Oils. There is no contract 
with the Lion and the Royalite that I have been able 
to see, any written contract. 

THE CHAIRMAN: Of course, it has t) be borne 
in mind that even if Lion Oil Company had ample 
tankage to take care of their own oils without storage 
by anyone else, there would have to be a separate 

pire line put up to that refinery. In the first place 
it would only be put there if justified by the volume, 
surely, and secondly, there would have to be Royalite 
gauges, say, at the other end of that tank line which 
would cost money and which would have to be taken intc 
account like that 6 cents. 

Me. FRAWLEY: Yes. I do not Know whether it 
is proper to this, but the Lion Company, you remember, 


the interchange of statements between the Lion and 
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Mr. McLeod, in which he verbally made his submission 
then and there for this connection to the trunk line to 
build that line which he was prepared to build himself 
and stand the extra expense. 

THE CHAIRMAn: Just in connection with that, 
while it is present in my mind, although it is not germane 
to this, Mr. Plotkins in cross-examination of lir. MeLeod 
had a very great deal to say in the form of questions 
which, in time, took the form of statements. Is he to 
be called under oath to verify what he was stating when 
cross-examining lir. McLeod’ 

Hite ibe y Ley: Yes, he certainly is. He is 
being called. I have told him to hold himself available 
today, tomorrow and the next day. 

TH CHAIRMAN: It is only proper to say that 
his statements to Mr. i:zcLeod are not accepted by this 


Commission as being given in evidence. 


Tit. FRA/LisyY : No, there is certainly that 
difficulty. 

THE CHAIRMAN: All right. 

MR. FRAWLIUY: Is there anything else you 


want to say, lir. Morrison? 

Iwas just referring to Exhibit "79", which gave details 
of the storage that was held for the respective companies 
in the vards, and Gealing with the Lion Oi iets 

THe CHAIRMAN: It shows what, i'r. Morrison? 

It shows the storage held for the various companies, 
Imperial, British American, and Lion, at the beginning 

of each month for the period of from January lst, 1937 

to December lst, 1938, and in that statement it will be 


seoén that - it is only fair, of course, to point out that 


we 


a 


tas 


2 


te 


ey 


ac cee 

: =! 
oo =~ 
< : 


ot 
<7 


’ 
1 e 
4 ed 
Fi. , 
. 


~s 


ee) 


4 

Kenneth Morrison. -2133- 
these are storeges as at this date, the lst of the 
month - the only stock that is held for the Lion Oils 
is erude oil, Stock on hand Ist of May, 1938, there 
were 2,240 barrels. On the lst of June there was an 
over-dclivery to the extent of 30 barrels. That be To 
say, Lion Oils owed Imperial. The next item is on 
December lst of a,790 harrels. I merely refer to 
these for the purpose of showing the amounts involved 
in the matter of storage. 

Q Mn NOLAN: Only, Mo. (Morrison, wony the ist 
day of that month? 

A I have so stated, lir. Nolan. Now, in that connection, 


also I would like to refer to dxhibit "80" which is 
attached to Exhibit "79", and shows the ies which 
are involved in this transaction of storage, tanks 
Number 3, 4 and 8, and on thet statement sxhibit "80" 
is shown the totesl capacity in barrels, being 202,158. 
“ie have been referring to it as approximately 200,000 
barrels. The total cost of those tanks was 143,719.19. 
Now the Company, the Imperial Company, have set aside 
in its records, certain amounts for depreciation, and 
these figures have been supplied by Mr. Taylor to Mr. 
Cottle, who in turn supplied them to me. I do not know 
whether it is correct for me to give those figures now. 
lire Taylor could check them. 
MR. iOLAN: I have no objection. 
TH: . CHAIR: AL: Go ahead. 

A Then we will take them individually. Tank Wo. 3 which 
cust »51,163.15 has a reserye for depreciation as at the 
30th of September, 1938, of 44,892.27. 


Q What is that? 
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A Tank No. 3 which was built in June 1926 cost originally 
pOL,163.15.. The Company has set aside for depreciation 
as at the 30th of September, 1938, $44,892.27, and the 
net book value is »6,270.88. ‘Tank No. 4, built in 
June 19286, cost 351,153.16, has & depreciation of 
944,883.46, and net book value of 46,269.70. Tank No» 8 
Siac: in September 1924, at a cost of $41,402.88, has 
a depreoietion reserve of {41,190.93, or a net book value 
of G211.95. The total cost of all three tanks is 
$143,719.19, and a total resdrve for depreciation of 
#70066 .66) Leaving a net book value at the 30th of 
September, 1938, of $12,752.53. 

Ql. MR. COMMISSION@GR LIPSETT: And the original cost 
figure of the three was? 

A P45, 719.19. 

Q THE CHATRMAN: Does it appear what was the book 
value as at the date they started to charge the Royalite 
with rentals? 

A Well, that could be readily ascertained, Sir. it would 
be slightly greater than the figure shown here. That is, 
these tanks, I think, are depreciated at the rate of 1S % 
per annum, and it can be readily ascertained what the 


depreciation reserve was as at the 30th of April, 1938. 


Q MR. FRAULAYS You can make that calculation 
quickly? 

A ‘Ye oan get the figures from the Company. 
MR. FRALAY. Voll eg ir. Nolan, “21 you wir: 


bear it in mind to get those figures? 


M2. NULAN: I heave not got those figures 


here. 


MR. FRAWLIY: Would you have to go to Torontc 


; 


. - 5 r 
= 3 ~ i 
oe : 
. | Hs 
. : : 
. } ‘ oa 
“* : ‘ 4 
ae ? ’ 
ie e . oe 
: re 
~ ¥ ¥ : 
E _ 7 ee iS 7 
Ws ~ t jueate Aiea : ee = 
2 ree -~ : ae 
ee * ie oa isi 
. 
. a = a 
<2 ae a : 
as ; - a 5 2 wi) = * ry 
es ms <s i ‘ 5 
uy sr i : 
. A; - 5 ee 
a : ‘ 
a ae 4 : 
ag 2 é 2 Py “ 
? ; 
we rr i 
= : 5 , 
ow we * ; fae - 
+ ers. a 
e : aa ee 3 ‘ 
+= k : 
1. gen) EG ss 
~ fet : a 
a Puen % mar . 
e. aoe he; ? E > ; : 
C Sey co : 
z 3 +e -1 S : 
. =o . : 
' Laer ‘ ; “hy 
= F 2 ve 5 od nf 
z >» ; =: : ; 
< = a A 
2 Ps —_ ¥ > ty 3 : 
wee “ < | 
-, = a : 
ni, ox aaa 
, zt Se } a > 5 
; teen 
2 ol . is , 
Ae ; : 
~~. Pond Se=3 oe - ee. 
oe s Ee 
; ; bas ~ 
- ; 
3 7 q 


cr 


ee 


- 


T-2 


6 
Kenneth J. Morrison. 
-2135- 
for them? 
‘Re NOLAN: Yes» Just what am I being 


asked to ascertain, so I will be perfectly clear? 


Wk. FRAVLAY: ould you mind telling lr. 
Nolan, Mr. Morrison, what it is? 

A The Commissioners would like to know the amount of the 
depreciation reserve on these tanks as at the date on 
which the rental charge comzenced, namely the lst of 
May, 1958. 

Q MR. COMISS£IOLER LIPSstr: Your figures are as at 
the 40th of September? 

A Yes sir. 

Q Vik. NOLAN: The amount of depreciation 
and reserves on the three tanks as at the lst of May, 
1938, as disclosed by the books of the Imperial Oil 
Limi ted? 

Yes. 

Q MR. FRAULiY: Mr. Morrison, now coming back, 
perhaps it is an obvious question, what is the signifi- 
cance of you informing the Commissioners with respeotf 
to the depreciated value of these tanks now, or as of 
the date on which the charge was made’ 

4 In order to compare the amount of the rental charged 
with the book value in the Company's books. If it is 
proper that there should be the amount of rental charged 
for these tanks. 

Q Then what that amount should be? 

A If there should be a charge, if it is proper that there 
should be a charge, there should be some basis of deter- 
mining what that should be. 

Q The charge was $35,000.00 pur annum’ 
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db P3r annum. 

Q Which started as of the 18t of May, 19387 

A Yes. ; 

Q And the depreciated values now are what? 

A &e at the 30th of September, it was $12,752.53. 

Q This whole question - what I am just turning over in my 


mind is the advisability or otherwise of you now dis- 
cussing with the Commissioners this question of deprec- 
lation. You intend, of course, to do that as part of 
your testimony? 

A We will have tc do that, but not in connection with 
this item. We will have to go into the question of 
depreciation separately. 

Q It is a sideline at the moment? 

Yes, and it deals only with the propriety or otherwise 
of charging a rental for the storage tanks in wast 
Calgary. 

THE CHAIRMAN: Is it not proper to take it 
and discuss it, if this witness is to discuss it, 
assuming his view is not aecepted, that there should nct 
be a charge by the Imperial against the Royaiite - I 

say taking that for the moment and only assuming it - 
what should the proper rental be? Will someones discuss 
that with this witness? 

MR. FRAWLEY: I certainly intended to ask Dr. 
Boatright Le questions about that, and it was running 
through my mind whether I wsuld also ask Mr. Morrison 

to do that after, probably, Dr. Boatright-had finimed. 
That is, just assuming that your elimination of this 
amount is not accepted by the Commissioners at all, 


vut that they are desirous of ascertaining what the 
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proper amount should be. You have a method, I 


presume, of working out what the »roper rate should be, 


have you? 

4 Of Gourse, there is the question of policy first to be 
decided?. 

Q How do you mean policy? 


In other words the Company has to decide whether or not 
it would be in their best interests to build their own 
tanks. 

Q Would it not be for your purposes aS an accountant, in 
working out the proper annual charge to make in their 
records for this amount of storage, you say first you 
have to decide whether it is good business to go out and 
rent somebody else's storage, which is the amount of 
200,000 barrels? 

Yes. 

Q Or whether they should build some storage of their own 
and then just carry the costs of it? 
That is true. 

Q And I suppose assuming the latier one that it is good 
business for them to sonstruct its storage, if they 
need it, you could very readily find out...... | 

A Then we would have to find out what amount was necessary. 
Then, of course, you are immediately faced with the 
problem I have put forward, that I would bay insofar as 
the Royalite Company, there is no need to provide for 
setae for the American Oil's oil, and there is no need 
to provide for storage for the British American Oil's 
oil. 

Q That is you should have some, but not 200,000% 
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G Let us assume for the sake of argument that we get down 
actually to the Lion Oil Company? 

A Yes. 

Q And this Company provides only for storage for the Lion 
Oil Company's oi. at the moment? 

A Yes. 

Q That is one situation, and quite sa different one from 
the other one of 200,000 barrels? 

A Yes. 

Q TH. CHAIRMAN: How long does this contract with 
the Bet. vun,fort 

4 It is renewable from year to year. This particular one. 


But I have not looked at it since. 

ERG MUS GU: RY West i lL imagine it will ren wot 

they get their own refinery built and perhaps not long 

after that, 

MR. HARVIG: But the other will. 

MRe FRAVLGY: That is the carriege contract? 

That is a nice question. 

MR. MORRISON: Clause ll reads 
"Immediately upon the signing of this contract 
"the transporter shall forthwith commence and 
"diligently pursue the construction of the 
"necessary pipe lines to connect its pipe iine 
“system with the storage tanks on the respective 
"properties referred to in the first recital 
"hereof, and this contract shall be in force 
"for qa period of one year from the date of 
"execution and thereafter from year to year. 
"after the expiration of four months from the 


"date on which this contract comes into foros, 
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"either party may Permits this contract by 
"giving the other party eight months’ notice 
“Or ats intention §o to do. . It is) understood, 
"however, that the prodweer will deliver and 
"the transpor ter will accept oil for transpor- 
"tation from the storage tanks of the respective 
"properties referred to in the first recital 
"hereof, as and when each connecting line is 
"completed thereto, and the terms of this 
"egohtract, sofar as applicable, will apply 
"to transportation tnrough each connected 
"line as and when such connection shall 


"have been made." 


Q That is the clause? 
A Perhaps at this time I should call your attention to 
a Similar clause in the Agreement fxhibit "90". 
"This contract shall remain in full foree and effect 
"for one year from the date hereof, and thereafter 
"until terminated as hereinafter provided. After the 
“expiration of four months from the date hereof 
“Neither party may terminate this contYet by giving 
"the othe: eight months' notice in writing of its 
"intention so to do." 
That is dated the 18th day of September, 1936. 
THE CHAirman: It is not a very long term? 
MR. FRAWLEY: No. 
Q Now I think, Mr. Morrison, you might attempt - you might 
have a discussion about that and you might attempt to 
submit some evidence as to what, along various lines, 


proposing various alternatives to the Commissioners. 
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That is if it be acceptcd, for the sake of argument, 
that it is proper that Royalite should pay a charge 
for storage to the Imperial Oil, and then the matter 
of the Imperial, the British American and the Lion, 
and thirdly, you can work out some alternative 
figurations? 

A I think that can be done. 
VR. NOLAN: Are we agreed there has to 


be a terminal storage in every pipe line operation? 


Et. Lee Gas OD NOs 
Mar. NOLAN: We are not agreed about that? 
Mee FRAWLAY: No, we have not got to that 


at all. But I want to be of as much assistance to 
the Commission as I can, and submit these figures in 
the alternative. 
THE CHAIRMAN: Mr. Morrison says that some 
of the charges; a considerable sum that has been brought 
into the acsounts that he is now considefing, should not 
be there. For my part, I want to be sure that they 
Should be eliminated before I accept the elimination of 
them. In view of the possibility that asceptance is not 
made by this Commission, the alternativeS should be dis- 
cussed, in my opinion. I care not who discusses then. 
12, FRAWLEY: I suppose, Mr. Morrison, it means 
then, if your submission is not accepted, and something - 
first of all, if all of it were not accepted, to what extent 
would it mean re-writing of your accounts? 

A It would be simple. Et would be merely putting back 
into the account the $14,583.30, and changing the total 
cost per barrel to thet extent, which, incidentally, is 


very very small, because we are dealing with a large 
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number of barrels. 

Q That could be done very easily? 
Quite. 

Q And it can be done then for any portion of the fourteen 
thousand dollars odd? 

4 Yes, any portion, any item that is to be charged back 
its effect on the statements can be fairly readily 
ascertained. 

Q ALErieht, that is Tine. 

TH! CHAIRMAN: You say, in effect, they are 
paying out »55,000.00 a year which they are not justified 
in making payment of? 

A Yes. 

Q The payment is made but it is made to the parent eompany. 
iy 28 ,2n effect a gift? 

A That. is true. The fact it is to an associa ted company 


certainly changes the picture somewhat. 


Lis POLAT “hy? 

A Because of the inter-Company relationship. 

Q Ah. 
Te Vari As There might be great force in 
tha t 


A I certainly think so. 

Gq Done) DME ue Ct St the moment we just-hove Nr. 
Nolan's sigh for his cross-exemination. Now, itr. Morrison, 
is there anything else you want to say about thet before 
you pess on to sotiething else? 


A T think not. ‘Il an leavins the question of pipe sine 


practice to vr. Boatright. 


And you want to go on with the rest of this statement? 


a@) 


A That completes the total Lirect Operatinz Costs of the 


(oe ik a he ks 


gts fan: :yeteopaee 


P 


3 


tion ae < “ike saad. oe 


he \ Di retiaeaa 


ce 
ase Sie 
chi So 


at aes esi Be 


j 
: Na | 


stat 


oe 


ae 


a ‘ i) ia # | ih 4 ne 


Net 


era’ aah My on 


| y ; : 
LY om hi iv! : 
fink ent 
se W a : 
, Me # ; 


od’ ah bu 


~ A 
5 un} Hi 
ve 


-2142- 


Kenneth J. Morrison. 
Calgary Trunk Delivery Lines 36,750.88, for the poxziod 
that we are discussing. Then we have an expense under 
the heading "Shop Job Orders" amounting to 41,205.98, 


and then our next item "Direct Taxes" on Sage 20 of the 


eport. 

Q Can you tell us what these Shop Job Orders represent? 

A iI gave not got'the details. 

Q No, but what that is? 

4 That is en expense to the Pipe Line Department on 
orders done by the shop, and the.- uncompls ted orders. 

Q. Monies that the Pipe Line Division has paid for work 
they have had done in the Reyalite shop? 

A Yes. Of course it must be recognized that the Company 


has certain departments, like a blacksmith's shop and 
a boiler nouse and these things which do work for many 
departments, and these are charged out to the various 
departments at a proper cost. This will be one item of 
expense for work done at the shop in respect of the 
Pipe Line Department. 

Q Very well? 

A Then we heve our Direct Taxes. That is taxes paid which 
are directly attributable to the Pife Line Department. 
Oil Gathering Lines, Calgary Trunk Delivery Lines, Pumps 
ang Tanks, 35,744.32. Professional fees and expenses, 
pe,964.76, making a total of directm operating costs for 
the nine months' ended 30th September of »128,401.42. 
That is the amount of the totel direct operating expenses 
of the Company in respect of the Pipe Line Department. 
Itite VOLAIT: I wonder if I might interject. 


It might assist. So far as my accountants are concerned, 
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they come very close to that figure on the Direct 

Operating Costs. The main difference be tween you is 

the question of the rental of thase tanks, amounting 

Pee Wee oc), oie onnséti ve vor cthet ephavaenne same 
difference in money between Mr. Morrison's Direct 
Operating Costs and my accountant's Direct Operating 
Costs is $1,476.00. 

A Yes, and that is readily explained. 
MR. NOLAN: I am free to convey to the 
Gommission there is no real difference on these Direct 
Operating Costs, the statement which has just been 
tTeforred to by Mr. Morrison, with the exception of 
the rental item. JI mean if, as we go glong, we can 
clear tho air a little, porhaps it will assist the 
Commission. 

A Now, on Page 21, we begin to deal with the indirect 
expenses as we have comnonly referred to them. {t is 
in this part that probably there will be some difficulty, 
and in making it quite clear, because they are fairly 
involved. 

Q MR. FRAWLEY: I do not want to interrupt, 
but would it be proper to say you are starting on the 
Indirect Costs on the top of Page 2l? 

A Yes, in respect of this particular period. The heading 
"Proportion of Utility Hxpenses and Service Units". 
I do not know whether, Sir, anything would be gained by 
ascertaining by agreement or otherwise the difference in 
the total of this with the Company figures. ‘ve will have 
differences in these percentages tlt we use. 
THE CHAIRMAN: Here again we have the use of two 


words that are not very clear, Utility sxpenses and Service 
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Units. 

The Utility expenses refer to expenses of their own 
utilities such as the boiler .plant expense, and 
electric plant cxrense and things of that nature 

and the others refer to service units such as the 
forge and machine shop, and general plant expanse. 
These are units that are used for working in the many 
departments of the Company. 

THE CHAIRMAN: And associa ted companies? 
No, the Royalite Oil Company. 

The Royalite Oil Company alone? 

Alane. There is the drilling of wells, the production 
of gas, and then we have the pipe line department 

as well. These are expenses that are common to all 
the various departments of the one company, which is 
the Royalite Oil Company alone, and then we have segre- 
gated that as between the departments... 

The segregation has been made in here? 

In percentage. That is to say we have said, in this 
particular period there is 18.29067% of $112,968.27, 
or $20,662.65 of this expense applicable to the Pipe 
Line department. This percentage here of that total 
has been applied to the Pipe Line Department and that 


represents that figure. 


MR. PFRA‘LGY: You st a 8 teh how you 
arrived at that 18,290674? 

No. 

THE CHAirman: That is that labour business? 
wes. 

Pike FRALEY: I was going to ask Mr. Morrison 


to go into that a litttle more fully. But perhaps now £ 
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should ask you this, have you been able to ascertain 
whether these service departments or utility departments 
nf this Company make money on their own account? 

A In some cases they do. You will notice certain items 
there in re@ which represent profits that are made in that 
particular department. For instance, we are looking at 
Page 21, forge and machine shop »2,896.74. That means the 
amount charged to the various departments exceeded the 
cost by that amount, and we are taking a portion of that 
profit, and turning it over to the Pipe Line Department. If 
It had been a loss its proportion would have been borne 
by the Pipe Line Department. 

Q THE CHATRMAN: Just to put that again? 

In the forge and machine shop there is a credit of 2,896.74 
which means that in the working out of their costs that the 
forge and machine shop hed charged more out to the various 
departments than the actual cost of doing the work, to the 
extent of that figure $2,896.74. In other words, that 
means a profit in the machine shop for that particular 
period. That profit is being distributed, and a portion 
goes to the Pipe Line. Now then, admitting that it occurred 
as it probably will in some other years, that the machine 
shop may have operated at a loss, that proportion of the 
loss would he charged to the Pipe Line Department. 

Q When it appears in red, it means that that particular 


Department, say trucks and tractors, has made a profit? 


4 Yes. 

Q Mike PRATGAY: That is the use of red in this 
particular instance..... 

A Yes, because it will be realized in the main these 


statements are expenses. Anything that is in red - and 
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these are usually in black because there are more of 
them ~ in other words we could have put these credit 
figures in black with brackets around them, but it makes 
Pestle 0G pub 2b an red figures. 

You have explained and you have taken pains, and I am 
sure you will continue to take pains to explain the use 
Of the red ink, that it is not uniform’? 

No, it is not uniform. 

In every statement? 

ie will have to take cach statement of its own. 


Quits so. 


(At this stage the Hearing was adjourned until 2.P.M.) 
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& PM. Session. Oa res 
(Col. Lee Redman appearond on behalf cf certain companies 

interested in the area Hast of Turner Valley). 
luke FRAWLEY: Mr. Chairman, I think I will 
now interrupt the evidence of Mr. Merriseon by giving way 
to Mre Redman who is here representing certain companies 
interested in the area tc the East of Turner Valley and 
he desires to offer the evidence of cne Joseph 8. Irwin, 
a geologist, ts tell the Coviission something about the 
area lying East of Turner Valley and I think it is well 
that we should not close the life of the field portion 
of the inquiry without such evidence and I am therefore 
calling now Mr. Joseph Irwin. 
THE CHAIRMAN: ALL rignts 
JOSEPH 5S. IRWIN, having been 


first duly sworn, examined by Mr. Frawley said: 


THE CHAIRMAN: Yeu are appearing, Mr. Redman? 
MRe REDMAN: Ye6S » 

THE CHAIRMAN: Whom do you represent? . | 
MR. REDWAN: I am representing..vompnanies.in- 


terested in this area immediately East of Turner Valley, 


principally the Sentinel Oils and Anglce=Inidian Oils. 


MR. FRAWLEY: Mir. Irwin, you are a geclogibt? 
Yes. 
Q Will you state for the record your qualifications and ex~ 


perience before you undertake to give us this evidence? 

A Yes. <= was, I got my degree in Mining Engineering at the 
Schcol of Mines at the University of Missouri in 19le, I 
got the Baccalaureate Degree, and in 1922 the Degree of 
Engineer of Mines, and following that time I was instructor 
in geology fcr one year at the Missourl School of Mines 
and then following that two years of instructor of geology 


at Lehigh University and then after that I went into 
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petroleum geology with the Carter 011 Company for pile 
year and following that I was in the American Army for 
& year and a half and after that I went back intc the 
petroleum geological work in which I have been eneeeed 
ever since, first with the Producers and Refiners 
Corporation for about ten years, no, not quite ten 
years, about four or five years, and then after that 
a consulting geologist in the Western United 8tatea and 


in Canada; the last ten years in Canada as consulting 


gsologist. 
MR. FRAWLEY: Very well. 
MRe REDMAN: Mro Irwin, have you had occas- 


sion to examine the area immediately East of the Turner 
Valley field from a geological viewpoint? 

Yes, I have examiued that area: in fact the entire area 
along the front to the Eastward of the foothills belt; 

I have examined also the foothills belt Lut especially 

in this connection of interest the area in front of that, 
that is to the Eastward of it because I have always felt 
that such areas immediately in front of thrust fault areas 
may have special value for oil and gas pcessibilities and I 
have examined this area particularly during the past five 
years. 

What is the extent of that area immediately to the Kast? 
Well the type of area extends entirely along the thrust 
fault belt from down in Montana to the Peace River area, 

a distanse of some 800 or 1,000 miles, and this 
particular area in front of Turner Valley is just one 
small portion of that general area. 

&nd have you particularly examined the area immediately to 
the Bast of Turner Valley? 


L haveo 


1 


souk 
3 
= 


4 x 
. wet 
i 
Me 
or © a 
‘ . ‘ 
foe Lee 
iar 
a wal) 
‘ ane 
if) my) 
+ 
= 
ry . 
+ 
re) ee 
: ~~ 
ae 
o 
Pe ‘ 
re 
“ i 


tT E 


oo 3 
= ames 
5 @) 


Af 
aS 


= 
me « 
cD ts 
ae - 
Bad e) a 
mr) ; 
Pee zs 


=) 
/ 
spew 


a 
— 
et) 


2 — 
i 
, Me = 
Mg Wey baad ind 
= 
coe 
Sas ‘4 
5 ches 
oe. a 
aoe Pe 
Ped a 7 
fe Deal 
ee é 
ate e ‘ ery 
er : 
ct a Bs 
Fi es 
= 
cS vee ge 
t u 3 2 
* . v ee) 
4 os ve 
~ 1 ae 
bias 
es, ae 
i 
aa = 
= ‘ . 
+S 4 
+ is: oo 
Bava’ bsct 2 
a a . 
r at 
= 
Set i 


ay ¥ 
4 


‘ 
8 . 
is = A 44 
ee) “ 
bolts | or - 
mh, a, 
. cg ; 
‘ 
= Les aes 
J wnt : 
Sf G. 
ej 


“te a 
[aan oe 


Pa 
< ; a 
8 Fi , ont 
i: . 
. bcs 4 ay : 
. ay 
Po ‘ 
- ee 
oe: 
2 
! seg 
3 
: = 
4 
Reed ~ 
a 
: Bie 
f 
2 ae p 
a - om 
. ‘ 


en on oe 


v3 


7z2 iw 
wes r 
we? 
. 
‘ 


Ce3~3 
JeSeLrwin Sieg = 
chat is the first structure we will say to the East? 
A Yes, I have done that, not only on account of my own 
interest but starting about four or five years ago I 


had occasion to examine it for clients. 


Q What 1s that area referred to so that we may recognize 
1? 
A Well the area, that is of special interest to me wag 


the New Valley - Calling Valley area and it has also 
been calledé by Dr. Hume in his publication the Priddis 
Valley, so it is known at Calling Valley, New Valley or 
Priddis Valley. 

Q UA ois Map, which F’think is Bxhibit "32" would you 
show us approximately where this is? 

A The area extends from the Black Diamond vicinity.-~-= 
That is the Village of Black Diamond? 

The Village cf Black Diamond toSheep River Northward, 
North Westward to the New Valley areawhere the Néw Whadley 
well here is drilling and on North Westward to the 
vicinity of Priddis, this light coloured area in here is 
the Valley and that is the general locus. 

@ Can you tell me :f any pipelines are in that area or 
accessible to it? 

A Well that area is traversed by three pipelines, these old 
pipelines and twe newer pipelines, this is the older 
pipeline which traverses the Southern end of the area near 
Black Diamond 9ni those other two alse traverse it in the 
Central portion. 

Q Now, Mre Irwin. will you let us have your opinion as to the 
petentialy of this area as being a petroleum producing area? 

Q THE CHALRMAN: What is the area which he is im- 
mediately cessribing in acres if he knows? 


A T would say that probably covers am area of some 20 to 30 
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thousand acres, about a Township or a Township aha a half. 

Q, WR. REDMAD: Just go ahead, Mr. Irwin, and 
give us your opinicn as to the potentialities of this 
area aud your reascnas? 

A Welt this area which lies in a long narrow belt entirely 
in front of the highly folded and thrust fault belt in 
which Turner Valley is located, Turner Valley and other 
Btructures extend all the way from this belt for a Adige 
tance of several hunired miles and the strata rises out 
of aonn tine won is generally known to geologists as 
the Alberta syncline; the stvata rises out of that toe 
wards the thrust faulted belt. 

Towards Turner Valley? 

Towards Turner Valisy and other similar structures and 
that is the arsa of genoral, of this interest, particular 
interest. Now while that may be consicered a zone of 
general possibilities, it is not to be supposed that oil 
and gas would ocsur entirely thmughout that trend but 
that it might be realized on certain high points along 
that, if any. and the work of the geologists would be to 
try to locate such specially high points. Now wherever 
the push from the West has been particularly well de« 
veloped you woulc expest salients to occur and the New 
Valley-Calling Valiey arsa, happens to be one of those 
salients.This map which was not particularly prepared 

for this, it has other information on it which is not 
relevant, tut it is the same sheet as that there, used as 
a bese, Turner Valley being located here and it being a 
Belient with respect to the formation to the South, New 
Valley in this position still further offset ani still 
further a salient with respect tc Turner Valley and Call- 


ing Valley still further 25, suggests that it is one of 
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these localities, that is this New Valley anda Calling 
Valley area where the structure might be especially 
high. 
MRe FRAWLEY: we had better produce this 
MaDe 

A I would like to prepare another one to take the plase 
of this, omitting the irrelevancies. 

Q Very well, but for the ante being we will put this in 
and have you a legend which shows, blue? 

A That is some of the irrelevant data, that has acreage 
on there, it is merely this Western part. 
THE CHALRMAN: That will be Exhibit "91". 

(1iAP PRODUCED BY THE WITNESS 
ata HERE MARKED AS BXHIBIT 

Q@ . THE CHAIRMAN: Now dealing with it as Bxhibit 
"91", can you more cleariy establish, Mr. Redman, what 
the witness has been showinge He points to something 
"here" and something "there" will you clear that up? 
MRe REDMAN: Yes © 

Q MR. RED AN: Mr. Iywin, will you point out 
en that map where the salients occur of New Valley and 


of Calling Valley, probably you can mark it, my Lord, 


some waye 
THE CHAIRMAN: Is it marked there? 
WITNESS; Yes, it is marked, this being 


Turner Valley which is the salient with respeot to this 

area, the formation from up around here and then back. 
3) Don't say "this area"? 

Turner Valley, the immediate area of the Turner Valley 

Field is a salient, that ia it runs through to the Ea st 


with respect to the area to the South, that is using 
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certain formations, outcropping as a yard stick or a 
measuring stick. Them the New Valley structure lies 
still further tc the North East and is therefore a 
Balient to the Turner Valley area. 

Now is the Turner Valley area marked on this map? 
Yes, it is. 


It is marked in ink? 


Yes.» 


New Valley is also marked? 

Yes- 

Now the next thing you mentioned? 

And Calling Valley is, might possibly be considered wit 
New Valley, or actually is I believe 4. salient still | 
further to the North Hest with respect to both Turner 
Valley and New Valley. 

Ant that too is marked on the map? 

Yos. Now I have been dealing with these localities in 
the longitudinal or trend direction, in the North West, 
South Bast direction: Now then speaking of then in cross- 
section, traverse direction, from North East to South 
West, we have evidenae of higher structure which would 
make conditions generally- favourahle tc sil.and gas ao- 
cumulation, exhibited by the dips that can be seen atong 
the traverse streams such as the Highwood River and the 
Sheep River; those dips show that the bottom of the 
syncline, of the Alberta syncline, the lowest point is 
the structure lies some distance to the East, to the Hast 
of Mew Valley and Calling Valley, some 2% to 3% miles 
and that the stratified vock rises out of that syncline 


towards the area under disiussion.e Now we also have sub- 


surface evidences of that rise because if we take the 
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‘Situetion at the Arco well which is to the east of this 
Syncline we find that the Maddison limestone way ene 
countered there at a depth-of 8750 feet and the surface 
elevation being approximately. 3600 feet, the elevation 
of the limestone ac the Arco well would be 5160 feet 
-belew searlevel. Now if we carry the section down: ac: 
cording to the dip which can be seen on the Highwood 
iver and the Sheep River, we find that lime should be 
expected at its lowest pcint at the bottom of the syn- 
Oline or trough to be an elevaticn belew sea-level of 
about 6500 feet, that would be approximately 1400 feet. 
deoper and I think that sll along that syncline from 
North West to South Kast that the Madison limestone, 
uging that as a datum, would lie somewhere from 6300 
to 6600 feet below sea-level. Now then carrying then 
the section up in accordance with the observed dip, we 
know it rises and if we draw a eross-section in the 
vieinity of New Valley and put in the proper thickness 
of the formation from the surface down and even allow- 
ing greater thicknesses for then recause these for- 
mations do thicken some to the West, we find that the 
Mattison limestone should be at an elevation of abeut 
4000 feet below seaslevel, in other words it would have 
risen from the bottom of the syncline going Southward 
in a distance of about 2% to 33 miles, about 2500 feet 
and that would permit very definite migration of oil 
and gas up that dip until it is trapped to the West by 
some downward bend or by some eut-off or truncation of 
the formation which have been pushed uver up into the 
thrust fault belt ocegupied by Turner Valley and other 
Bimilar struocturer. 

Now we bave some evidence of the fact that the 


structure is low still further to the West because that 
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18, when I say still further to the west I mean to the 
Westward of the high point that we have carried the 
formation up to, ~ as I saié@ abcut 2500 feet higher 
than they are in the syncline and that information ia 
afforded by the record of the New Valley well, which 
at its present depth is about 8430 feev, and plotting 
the seale, to the same Saale, the depth at which the 
New Valley well, - and the Mew Valley well is located 
Sb Unis POLou, = 

Q THE CHAIRMAN: How would you describe that? 


About the centre of that general area. 


2 MR. REDAMAN - On Sectien 6, in what Town- 
Bhip? 

4A Towuship 21, Range 2, west of the 5th Meridian. 

Q Six if it? 

A The South West corner of Section 6. 

Q THE CHAIRMAN: AS Shown on Bxhibitm's2%7 

J Yes, we find that the formatiozxs are then very low again 


vecause that well is now in the lower part of the Benten 
or. Colorado shale and it would have to gt at least 

1500 feet deeper to get to the lime, and that would 

mean that the limestone would be at a depth of about 9800 

feet and the surface elevation approximately 3900 feet 

so that then the elevation «f the limestone, which we 

are using as the datum would be about 6000 feet below 
sea-level, or in going from North Hast te South West in 
the cross-section we f.ni the lime in the bottom of the 
Byncgline approximately 6500 feet below sea-level, we 
carry it up, according to the dip of the stratagraphic 

dection, about 2500 feet higher than it was in the bottom 

of the syncline, and then we find it back down low again, 


somewiere around 6000 feet oelow seaclevel, so that at the 
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higher point where the lime ig about 4000 fect below 
Sea-lovel we have the general lccus of conditions 
favourable to oii and gas accumulations MNow whether 
that structure camc there as an anticlinal, or whether 
it is a truncated, homoclinal cr monoclinal structure 
why we have conditions generally favourable to gas and 
oil accumulatios because we have a structure higher, and 
here and there along the surface above those conditions 
you find anticlinal structures which support that idea. 
Now aside from the structural evidence which EF have 
attempted to show is favour.ble to oil and gay accumu- 
lation, we have the record of the New Valley well which 
obtained some oil in the scardium sandstone. Now this 
Sandstone does not carry oil in commercial quantities in 
Turner Vailey but here on th:8 structure, and as I believe 
on the Westflank of this general strusture.it does carry 
oil an indicated in this schedule cf wells drilled for 
oil and gas to 1938 published by the Department of Lands 


and Mines in the Province of Alberta, a very recent pub- 


lication. 

MR. REDMAN: We might have that as an 

Exhibit . 

THS CHATRMAN: Ary objections? 

MR. FRAWLEY: No.» 
(ROCKLER ISSUED BY THE DEPARTMENT 
OF LANDS AND MINES IN THE PROV= 
TNCE OF ALBERTA ENTITLED "SCHEDULE 
OF WELLS DRILLED FOR CIL AND GAS 
TO 1938", PAGE 48, HERE WARKEBD 
AS RERTRLE i" Se" ps 

WITNESS: Pace 48. 

THE CHALRMAN: | Just one page? 


Yes, under the dessription of the record of the New Valley 
well it gives a considerable mars of.information whiéh I 


will not refor to but the thing whieh IL point out is that 
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it states that the cardium Sandstone was encountered at 
6657 feet to 6780 feet and below that it states that oil 
was encountered at 6830 feet, brownish green ghow; at 

6525 feet, dark green; 38° gravity, the word "oil" is 
understood hones although it docs not state it, and at 
€657 feet, grass green, 35° gravity, BB" i rose 860 feet, 
so that oil in measurable quantity was found in the New 
Valley well. New 6657 is given as the depth of the 
cardium sandstone ayjove there so that we conclude that the 
oil which rose 260 feet was in the cardium sandstone,at 
the top of the cardium sandstone. 

THE CHALRMAN: whet is the date of this pub- 
licat ion? 

fhe date of this publication, the front says "Schedule of 
Wells Drilled fur Oil and Gas to 1938", I received this in 
January or during this wonth. 

I suppe se that mexns to the beginning of 1938? 

To the beginning of 1938. 

And what is the history of this well since then? 

Well the well has been drilled since then to 8430 feet, 
and it has been reported that oil has risen as high as 
1800 fect cr 2000 feet but that 18 a report only and EI do 
not know that, I assume it is approximately correct but I 
have not seen it personally. 

I see. Do you know anything about the well, you are using 
it as the basis of an opinion? 

Yes. 

Do you know anything arout its present operation? 

The well is now standing suspended with the casing set but 
0430 feet and it is to te aSsumed that they 


not cemented at 


intend to drill it deeper because it is in a condition to 


be drilled deeper. 
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That is all I have to say. 

THa CHAIRMAN: Any record of any other wells 
in tne areas. -discusseda? 

Ve have a record of the Sentinel further to the South, 
at about the South end of this particular locality. 
The Sentinel? 

The Sentinel well. (t is suspended at the present 
time but has oeen drilling recently, and that well, 

I understand, tae its present bottom which is 7,350 
feet in the cardium sandstone. That same publication 
also gives a record of the Sentinel well. 

M2. REDMAT: On Page 48? 

On Page 48, if I may refer again to that please. On 
the same Page 48 the Sentinel well, at this Hite the 
greatest depth mentioned is 5,850 feet.. It is now 
approximately at 7,350, and that shows gas showings 
hare at 2,890, 6,580, 3,980. and oil showings ‘et 
4,255 and 4,879, the last depth being queried. 

MR. REDMAN: This area to which you have 
been alluding, to make it thoroughly clear, is it 
immediatelv against the Turner Valley structure? I 
mean do the two meet? 

I would say that it is immediately - in other words 

I would say that it is in part, at least, over-ridden 
by the Hast flank of the Turner Valley structurs. Wo 
the North it may be other structures than Turner 
Valley come in, but they are of a similar type, 

and they over-ride to tne Wess flank which is the 
general structural trend. 

I thought you stated this was the first structure 


tn front of the thrust Tault strucsuray 
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A It is the first and as far’as I know the last. I 
have seen no evidence of faulting to the Jastward 
Of this. 

Q hat ean you say about what has happened in other 
places such as this, the first structure in front of 
the thrust fault structure? 

A In other localities I know....... 

Q t mean is this regarded as, the first structure, as 
@ structure in which oil may or have been a good place 
bo tana: 

& I think that would be generally considered by geologists 
eera Gayourebie place to look for oil, and 2 might 
point out one locality that I am familiar with in 
Wyoming, in Southern iJyoming, known as the Clay Basin 
Structure, which lies immediately in front, but not 
over~-ridden, and this Clay Basin field has produced 
considerable quancities of commercial quantities of 
gas, and that gas has been taken through pipe lines 
to Salt Leke City. 

Q I think you have told us that going from Norti cast 
to South “est, you have made an examination of this 
area and you find an elevation, and a ‘iestern downward 
my ement to the extent of about 2500 feet? 

A & rise of 2500 feet, and then a depression of sont what 
more than that. 

et Your conclusions from that, and from the presence of 
oil in the New Valley well, and of showings in the 
Sentinel well is what? 

A Well my conclusion is that this type of structural 
cross=section, the feasibility of a structural high 


on that cross-section, in the longitudinal direction 
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with the ANAT definite showings of oil and 

gas particularly in the New Valley well, that it is in 
an area that may be considered to have good possibilities 
Por Otte nd Ure S. 

DR. BOA TRIGHT: Mr, Irwin, I believe you stated 
that area which you. considered amounted to some twenty 
or thirty theusand acres, I would like to ask you if 
that is within this so-called New Valley structure only? 
Well that would be within and adjacent to the higher or 
UDpomepomion of it...i2b is an area of some twelve or 
fifteen miles by possibly twu or three miles wide. In 
fact it would take in more acreage than I mentioned. 

Is that in the so-called New Valley structure that 

that would cover what you consider to be the New Valley 
structure? 

That would cover it, yes. 

It would cover the New Valley,- Calling Valley. Do 

you separate these two or do you consider them to be 

the same structure? 

I do not separate them because they might possibly go 
into each other and be one. Or they may be separate, 
one from the other, and be a stagger, or what we call 

in eschelon in geological language. 

Approximately how much time have you spent in this 
area, in this New Valley-Calling Valley area. I maan 

in actual field work? 

I have probably spent actually a total of three or four 
weoks, but that is spread out over a period of four 

or five years... 

Have your studies indicated there is any considerable 


foulting.in that area? 


te 


iin 
te 


4 


. 


Cory 


ere 
ae 


se 


ora 
he 


es 
on oe 
Dare, 
ae ‘5 ri 
ea sie hee 
- 
¢ ae pie 
ah = oy 
. = 
ard 
- a Pay 
ae 
New = 
: ~ 
rams é 
ae 
1 
hae 5 
does . 
’ 
at 
a) 
* 


Ai? Se Trwink -2169-— 


A Yes. After you get ‘lest of the Paskapor outcropping, 
which I would describe as the fast rim rock of the 
structure, when you get out into the basin which is 
generally known as Calling Valley, and New Valley, 
wherever aae can find any outcropsyou find they are 


crumbled, suggestive of faulting. 


Q And is it your opinion that faulting onntinues with 
depth? 
A It is, yes,,and that is borne out by the fact that 


the New Valley well went through several faults, one 
of them repeating the cardium sandstone. We get it 
fivet at 6,750, and then they got it at 7600 or 7700; 
so that shows a deep-seated faulting condition. | 
Q In spite of the evidence of faulting, you still feek 
that the structure has definite oil possibilities, 
is that correct? 
A Yell I do, because I think that these deep-seated 
faults are on the ‘est flank, just as we have 
deep-seated faults on the test flank of Turner 
Valley, such as thee penetrates by all the ‘est/flank 
wells, especially the Anglco-Canadian, which is far 
down on the ‘Jest flank, and Okalta 6, which went 
through a number of faults before it went into the lime- 
stone. | 
Q In the New Valley - Calling Valley - is there a continuous 
series of dips that you have explored personallyy 
Yes. 
Indicating a definite structure is there? 
On the ast side. 


How about the West side? 
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On the "est side you have it over-ridden by younger 
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formation; thrust over from the West. So that 

you Govnow find thet.Paskapoo rim rock. ~You do not 
Glaiming that the structure is an anticline although 
“Tohave_adnitted because of the Low structure jindicated 
by the New Valley well, which I think is on the West 
flank of this front line structure, and also the Sentinel 
WO Iie Gs 

How about the Arca well, where is that located with 
ree Civico mune New Valley structure’ 

That was—across this incline, and +5 tocdted down South 
Mee won Hie hehiver, sight near the Vitth Meérigaan. ji 


TOWrenso LS. skanee 1, i.est of the Pirth Meriddan. 


Cri) Ra pMA Ne As shown on Bxni pry "3227". 
PECPCOAPTRIGHT. Theat exaioit doses nos inave 


phe wo Structures marked ihn, and 1 believe the 


Sexnipitiwhadich you introduced does have it. 


Yes, mine dces have the Arca well. The Arca well 
nee noted on this one. The Arca wsll is Located at 


times Olt im Townenhip 1S. Range 1, West of themeun: 
in Section 24. 


Approximately how many miles from what you consider 


and 


tobe the end of the New VYelley structure: 
It would be about 12 or 14 miles. 

In what direstion? 

Inve South Easterly direction. 

Then the Arca well itesel? only gives indication of the 
area conditions, and does not have any reference to 

the New Valley structure iuselr: 
I tipimk it does, although I am considering the Area 
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along the Highwood River, and only using that and 

the type of section which wo get here. we have 

other evidence of that same type of section on Sheep 
River, but we do not have the sub-surface, the deep- 
seated control there, because no well has been drilled 
there. lve know whore the limestone is,with respect to 
that well because we lave a revision of the soil and 

the depth at which it penetrated the limestone. And 
then we have a series of very good outcrors and forma- 
tions showing a dir tn the South ‘vestward from that well 
which would carry that limestone down, I estimate it 
carries it down some 1400 or 1500 feet. ,What I am trying 
to get at there is how deep the limestone may be in tho 
syneline, in that Alberta synoline. I carry it down, 
according to the dips, most of which are shown here, 

1, 2 and 3 dips. I estimate it goes down about 1400 
fest in that distance of five or six miles. 

Q what eriteria ds you have that it rises on the other 
side? 

A Going on up the Highwood River we find dips in the 
opposite direction. In other words, dips to the sast- 
ward first zero, flat, and then a fast, and 4° fast, 
5° Bast 14° #ast and finally 30" Zast. On Tongue Creek 
we find the seme high dips, age and on Sheep River 
we find 25° Sastward, and then 10° Hastward and then 
5°, and down to 1 on the bottom xf the syncline. 

All aleng this #tast rim of this New Valley-Calling 
Valley structure, we find the dips of 20 and 45 degrees 


to the Bast. So I have set up a eross-section. 


i?) 


In other words, then, this Arca well that you use 


tagether with the interpretations of the stratographic 
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relations going tewards the Tumer Valley field 
indicate a syncline between the Area well and the Turner 
Va ltey ifield, is that Beedeort? 
That is correct. 

Q And the evidence of the surface formations and the 
outcroppings along the various rivers to the North, 
indicate that syncline runs in almost a due North 
or Slightly North ‘Jest direction, out in front of 
your Calling Valley-New Valley structure, is that 
correct? 

A That is correct, and that evidence is shown on Tongue 
Creek, which is here, and on Sheep River, which is 
here. There is the exact point, or at least very 
close to the exact point where that syncline occurs, 
because there is the ‘vest sip and there is the wast 
dip. 

Q And it was information obtained from the top of the 
lime in the Arca well plus the dip interpretation 
which you obtained along the Highwood Hiver, which 
gave you an estimate of minus 6@0 feet for the top 
of the lime in the bottom of this syncline which runs 
along to the Hast of the Turner Valley field, and 
the New Valley-Calling Valley struocture,-is that 
correct? 

A That is right. Now then, this syneoline may rise or 
fall, so that that 6600 feet may not be the exact 

“aentn of it at this point. There is no evidence of 
any great rise or fall along thet syncline. 1) ‘assume , 
therefore, that since the dips generally are similar 
in here to what they are here, that the depth of that 


Syncline will be approximately the same all along here. 
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Q Do you have any geophysical information concerning 
that area? 
A No, I have not. 
Cy. I believe you mentioned the New Valley well, and I 


wonder if you would point out on the map where that is 
with relation to the two structures you were discussing? 

A It is Located on this map and marked as the New Valley 
well in the South ‘vest corner of Section 6, Towmship 21, 
Range a, “est of the Oth iteridian. 

Q And with relation to the New Valley structure, where 
is that well Located? 

A Vell I would say it is on what might be ceélied the 
New Valley structure. When we are naming the strustures 
we are being very sketchy, but it is in the general 
trend of the New Valley structure. 

Q Zs that within the area which you coftsider as being 
possible in that area? 

A Yes, it is. I think it is in the general area, but 
I think that it is comparatively Low on that structure 
as indicated by the great depth at which it is 
encountering the formation, which is part of the 
evidence that I cited to show that the structure is 
low to the Vest of a point at which it is high. 

Q here is the New Valley vell located with respect to 
the North and South ends of the New Valley structure? 
What you consider to be the possible productive ends 
of the New Valley structure? 

A Well we do not know where the end %s, of course, just 
Like we do not know where the South end or the North 
end of the Turner Valley is, yet. But it is along 


towards the Southerlv part of it I would say. But I 
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know that the evidence of that structure extends at 
least six miles South and On past the Sentinel well 
which is located here, near Black Diamond, and it 
extends at least 10 miles further North, as indicated 
by the unbroken rim rock. 

Q It is your feeling that as far as the New Valley 
well is concerned, it is on the ‘est side of the New 
Valley structure, is that eo rect? 

Bb Yes, that is my idea. 

Q And you are considering then really the New Valley 
structure as being the Vest flank of the Calling Valley 
Soructwure,. 18 that right? 

A Well that might not be correct, because as I have 
Said before it might be one structure or again they 
might be two staggered structures. 

Q The reason I am asking this question is it looks to ue, 
looking at the section of the structure, it does show 
to beeeient in the centre of your so-called New 
Valley structure? 

A Well that is not intended. 

Q In other words, your New Valley structure as outlined 
in the dotted lines might not or might conform with 
your ideas of the structure there? 

A Yes, it should not have been separated as it is there. 

q Were you able to find definite evidences of closure 
at both ends of either the New Valley or the Calling 
Valley structure? 

A low. have ov, and of courss, I wold like-to fined 
that. But I did have some indirect evidence of that 
and that is indicated to some extent on the map by 


G. S. Hulme. That could be submitted too. 
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MAP IN QUSSTION IS NO’: MARKED 
BYHIBIT "9g", 


You were referring to ixhibit "93, I believe? 

This is a map - and I have also substantiated it by 
my own investigations - it shows a narrow portion 

in the South. In other words, the tast rim, this 
yellow piece is in closer; up to the Northward here 
and it runs further to the sast. It extends further, 
bellies out so to speak. It is very indirect evidence, 
but it suggests a possibility of a high because of 
this broader nature of the structure in the vicinity 
of about 4 miles North of the New Valley well. MThe 
New Valley well which is here, being located at the 
extreme edge. 

Q Does that condition also obtain to the South and sast 
of the New Valley well? 

4 The sast rim runs to the South until it gets dovn nearly 
to the Highwood River, and there it bends around fur- 
ther to the “est, suggesting a tendency to close on 
this end, just as the Turner Valley structure cloes 
to the South.- 

Q On this area, do you have the same condition that 
you mention here of which you used as criteria South, 
Showing it extends North and ‘vest of th lew Valle y 
well? Does that same condition obtain to the South ? 

A It does to the extent of having tne sast rim which is 
shown by the depth on the sast flank of Turner Valley 
along the Highwood fiver. You have the same formations 
palatine in nee ond pulling in here,near the New Valley 
well as shown on this map, and coming on down and 


Winging around still further to the “est and going 
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further South. 

Q How do you interpret that information in building up 
your idea of the New Valley structure? 

A “Yell I would interpret that ~ast flank situation as 
rather strongly in favour of a South closure. 


in other words, that bending in to the ‘jest indicates 


ED, 


a closure at thet point? 

h Yes. 

a) You used that criteria for the extreme South end. 

Why is that not true, there, even with th Wew Valley 
well then? 

A 4011 I think thet may be true. There is some tendency 
to close the area to the North of the New Valley well, 
near the lew Valley well, and going further. South 
of the Wew Valley well, a tendency to close again 
to the South, and a continuous setting in to the 
‘est, and a continuous slower closure. Thst is sketchy 
I admit. 

Q it i8 not a definite criterion? 

A Lt 2s now Gelinite. 

Q Have you exemined the various faults through vee 
area, closely on the surface? 

4 I have not examined the faults too clasely, mo. 

& And I believe tmt there are numerous areas, local 
areas throughout the New Valley and Calling Valley 


structures which contain gas seeps, is that correct? 


A ‘e127 now, I have not seen those. 
Q You have not seen them? 
4 No, I have not seen any seepages, but I am not sure 


that they are petroleum or hydrocarbon gas. 
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a) I see, and you did not use that evidence in arriving at 
your decision then as to whether or not it is possible? 

A Ne. 

=) This New Valley well then, other than Showing the top of 
the lime at a groater depth than would rermally be ex- 
pected from the surface interpretation of the strati-~ 
graphic relationship, has no bearing on these two struc 
tures of which you speak, the New Valley anda Calling 
Valley structure, is that correct? 

A No, I do not think I follewed you all the way through that. 
Now if you would mind--- 

Q I know it is involved. 
No, it i8 my fault I am sure but I will just admit it. 

2 In using the New Valley well as the means of interpretation 

yeur deeision was that it showed an abnermal top of the 

lime? 

With respect to the area immediately tc the Fast. 

That is at I wanted to get. 


Yes. 


oe = 2 = 


Now this Sentinel well, where is it located with respect :bo 
the Turner Valley-Calling ‘Valley strustures? 

A It was not put on here but it is immediately, a half a mile 
West of the Village of Black Diamond on the Bast bank of 

the Sheep River and it is located right in Section 4. 

Section 8, that is my recollection? 

Section 8, yes, here is the Township corner, G5 Ty Oy ee 
loeated in the North West corner ef the North ast quarter 
of Section 8, Township 30, Range 2, west of the 5th Meridian. 


Q And where is that well located with respect to the New 


Valley well? 
A It £3 four miles South and a mile and a half East ef the New 
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Valley well. 

Q And in that well I believe you said that they had en- 
countered the cardium sandstone, which is a rather 
definite marker in the Benton hcerizen, is that correst? 

A Yese 

Q And on the basis of that cardium sandstone where de you 
estimate the tcp cf the limestone will be right in that 
well? 

A Well if there are no repititions thestratigraphic depth 
belew the cardium, runs yeu around 2500 feet, 23 te 2500 
feet. 

a And they encountered ths tep of the cardium where in that 
well? 

I believe that was at 7212. 

Q 7212, making the probable lime top, providing the sections 
run uniform, at 9712? 

A Something like that. I would not care to say that, that is 
my estimate, but it if in proximity te it. 


Q Did the New Valley well encounter the tcp of the lime? 


aA Noe 

Q It didn't encounter the top of the lime? 

A No. 

@ Where did it get the cardium sandstone? 

A It got the cardium sandstone at 6657 according te this 


Provincial Schedule. 
Q Did ¥ understand you to say that that was repeated in that 


well? 

A That was repeated and that is beyond this publication be- 
cause this cnly goes to the end of 1957 and it was found 
again at a depth of come 7700, approximately. 

At at out 7700? 
Yes, a little below 7700 feet. 


« ee 


4 
: 
Ys 


a 


“4 


+ 
a4 


at 


anne 
) 
x 

et 


few 


ae 


s 
4& i 
ee a 
"i = 
Fe 
4 
ra 
~ + 
‘engi 
- or 
aa « 
ae a 
=> ‘ 
hes 
caine “TT 
a7 
: 
= 
vos, a 
ce XY 
: 0 
ee: ise. 
4 
Ad 
. 
ms 
+ 
“ 
~ ‘ 
PS 
‘ me 
: ; 
P r 
+75 } 
t 
ee 


m. . 
dew ” 
s 
pe 
~ ‘. 
nes ; 
~ s 
d= 
Soi oe 


0 gi = pry 
dvS eLrwin j 


@ 


ce S & 


FD) 


Thea if there were no further faults in that particular 
well that would have thrown the top of the lime approx- 
imately 10,000 feet? | 

Yes, I think I mentioned somewhere around 9800 feet, 

and that is, that throws the structure very low to the 
West of the arca_in which it should be much higher ac- 
cording to the €eductions from the dip. 

Are here ane other wells in that area? 

There are no other wells in that immediate area, to the 
Kastward of the Turner Valley structure. 

And are there any other wells in the New Valley-Calling 
Valley area, which yru have outlined on your map? 

No, there are no other wells in that area. 

There have been no wells campleted there or that are drill- 
ing at tho present time, as I understand you to say, that 
the New Valley and Sentinel wells are closed down at the 
prosent time? 

Yes, they are, I take it Suspended because they are ina 
position te continue drilling. 

THE CHAIR AN: Whiche 

They are in a legical condition to continue drilling and 
have been drilling compsratively recently. 

And so far as you know than these are the only two wells 
which have ever been drilled in that area, is that correct? 
Yes. 

Do you know off any other wells projected for that areca? 

No I do not. 

Well in your opinion do you feel that that field referring 


specifically tc the Mew Valley structure definitely has oil 


pessibilities? 
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Lenee. that it has possibilities, yes. 

In your opinion none of the information which has eet 
derived todats would condemn the area? 

No. 

And if you had a client who was interested in dri ting in 
that area you feel that from a wild cat standpoint that 
would be a good depth insofar as oil possibilities were 
concerned? 

Les Led Or 

There is one other point I would like to bring out with 
reference to these pipelines, in the event that the area 
which you consider to be possible oil territory, how is 
that area related te the pipelines Nios yransverse that 
general areca? 

Well I will refer to this Exhibit "91", these pipelines, 
according to the map are shown as transversing that area 
one of them, the old pipeline is printed on this map in 

a dotted line and marked “natural gas and gasoline main". 
It crosses that area about two miles Hast of the New 
Valley well, it crosess it also about two miles to the 
South East of ne New Valley well and the other two pipe- 
lines are oncupying the same right-of-way, going immediately 
West of the New Valley well, that is along the road allow- 
ance, arout three hundred feet west shown by these red 
lines and it cuts across the middle of the so-cabled 
Galling Valley typographic depression and also the Calling 
Valley structure so they both traverse that area. 

Then in the event of these two structures, or a single 
structure whichever it may be, were to prove product ve 
those pipelines would probably be called upon to handle 


Bome of the oil, is tht your opinion? 


0+4=5 
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Yes, L would think so. 

DR» BOATRIGHT: I believe that is all. 

TO THE CHATPMAN: Have you reached the stage 
where you would attempt to estimate the reserve of oil 

in this area which you have been discussing? 

No, I would not, t think that would be premature. 

THE CHAIRMLN: irs Nolan. 

MR. NOLAN; Dr. Link would like to ask the 
witness a question. 

THE CHAIRMAN: Cortainly. 

DR. LINK: In reference to this area, Mr. 
Erwin, you would classify it as wild cat. 

Yes I would. 

And therefore it would not be regarded as an area on which 
anyone weuld think of estimating reserves, is that right? 
That vears out what I have juat paid, I would not estimate 
theme 


THE CHAIRMAN: L wonder if we gould have “wile 


cat" defined? 


TR. LINK: A wild cat is am ayea in which 


no oil has been found. 


MR. NOLAN: Perhaos the witness should des 
fine it. 
DRs LINK: Oh, will you define it? 


I would defer to you. 


THE CHAIRMAN: If you define it perhaps the 


witness will agree with you. 


DRI LINES Wild cat area is an area in which 
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oil has not been found tc@ate, and ineludes areas which 
may, from a geclogisal stand point, be regarded as pos- 
Bible oil arcas. Now it is qmite distinct from that 
possible area on the Westflank of Turner Valley, do you 
agree with that, Mr, Irwin? 

Piersae generally with that, yes. 

Q Now supposing there were, I hate to say "supposing" all 
the time, supposing there was a structure like this,and 
I agreedwith you it has good possibility, and all the 
Other geologists in Alberta agreed it has possibilities, 
what are the statistics with respect to the possibilities 
of natting/ on a wild cat structure according to the A .P.I. 
figures? 

A I imagine you have those in mind and I do not but I have, 
I have heard it said before that it is stated that one 
in twenty is pretty good. 

Q The Last ones I had were 40 to 1 against finding oil, now 
they may be getting better- Now with respect to your in« 
terpretat ion--~ 

Q THE CHATRMAN: Do you agree with that, 40 to l, 
Mr. Irwin? 

A Well no, I do not agree wit it but I have not anything to 

offer. | 
DR. LINK: Would 20 to 1 be all right? 
Well I would net gay it would in this case. I would in 
general, I think we have geome evidence that possibly lifts 
thig a little above the general average because cil has al- 


ready been found in a well on it. 


Q THE CHALTRMAN: What woule you place these 


Btructures you have been talking about avs? 
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A Well @efinite figures are rather out of places I think 
it is just about the same as trying to make an estimate 
of the reserves but [ would say thet it is in a preferred 
cat cgory because of the fact that a well ar illing on it 
has measurable oil, measurocd in so many feet in the hole. 
Well you put your ovdinary wild cat at 20 to 1 chance? 
Yes. 

As I understood you? 

Yes. 


You say it is bebter than that, but to what extent? 


> © & 2D & © 


Well I would like to be comparative there and say "better". 
LI would not care to assign a mathematical ratio. I think 
I woulda just be trying to say "yes", when I did not know. 
Q DR. LINK: The showings in the New Valley 
well are not commevsial, are they? 

That I do not know, they may not be. 

They have not run their pipe past the cardium senistane? 


Yes, they have run it yrosu the cardium. 


oOo &-_ & & 


I remember they claimed about 100 barrels a day at that 
time with very little gas, in other words, it had to be 
pumped at a depth of 6700 feet, would you regard that as 


a commercial venturs? 


A Oh I would not think se. I merely think it is good in~ 


dGication? 
Hits ii. End Sat lLon? 


Yes- 


Q Now let us take our Jumping Pound structure and other 


structures dimile: to Turner Valley, 24 miles due West of 


Calgary, when we drilled our lass hole on that structure 


we also encounterei--- 


eer Nn Vina 5 wl TH awe te 
min CHALTRMANs Mr. Link, before you proceed? 
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2de$-L[rwin 
DR. LINE; Iam going to ask a question 
there. 
THE CHATR:. AN: Before you ge on with that 


question, do you say there is no gas to lift the oll 
which was there at 6700 feet? 
Ne » 

Q Can we find out whether it is likely gas will be found 
at the lower depth if the well is proceeded with, as the 
witness says it may be. 

if) DRe LINK: That gas might be used for that 
particulay sand. 

A No, because there would, you would have to perforate the 
pipe if you cement it. 
MR. NOLAN: What the Chairman means, if you 
go further down, continue drilling, is there a possibility 
of encountering more gas? 
TR. LINK: Yes there is that possibility. 

Q DK. LINK: Now with respect to the Jumping 
Pound structure, you remember: we encountered gas and oil 
at a Shallow depth there? 


A Yes. 
Q And then we abandoned the well after passing threugh the 


sole fault, dc the injications which you get at the top 
have anything to @o with the ultimate results in that well? 
4 I would say they would have very little to do with what 
you would get below the sole fault. 
Q And the New Vel ley well has shown that there are possibil- 
| thie of other fanuits, has 1% not? 


A It is possible . 
Q Now with respect to the position of the lowest part of the 


Albertg syncline, are all of the geologists here in Alberta 
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in agreement with you on that subitect. 

Oh I would not say that, no. 

Have you read my paper on that? 

E think I have, thatpaper on ie verre 

The paper on the Alberta syncline? 

Yes, [£ do not agree with that though. 

That is two of us who do net agree, that is what I am 
trying tc bring out. L think very much of Mr. Irwin's 
¢pinion, but we ave not agveed on that and we may not 
be agreed on this New Valley area either. 

Well pardon me Lf I may say, when I said I did not agree 
with it, there were many parts I did not agree with but 


there are many points here and there that I did. 


MR. FRAWLEY: Just a mutual admiration 
society? 
DR. LINK: Now I think My Lord, you will 


understand now that we geologists are again guessing and 
grabbing things out of the air and Mre Erwin, you are not 
in a position to give an estimate on the possible reserves 
in this untested structure? 

Oh certainly not. 

Therefore you think it should be regarded as a possibility 
for a pipeline at the present time? 

IL am not saying that. I merely say it has a potential 

oil reserve. 

Which might be discovered after the pipeline has rotted away, 
is that not so? 

Oh it might or it might never be. 

TO DR. BOATRIGHT: Where is that Jumping Peund well, 
it+ was mentioned here in connestion with the Turner Valley 
field? 

Well it is, I velieve it falls off, no, it doesn't fall 
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off this map but it is, here is the Jumping Pound 

Post Office and the wells were about two miles or 
something like that North of Jumping Pound Post Of+ 
fice and vhat would be approximately, oh, 12 or 15 
Miles North West of the North end of this area which 
we have been discussing and they would also, the Jump- 
ing Pound structure ig within the highly folded and 
faulted belt, and is a structure similar in type to 
Turner Valley, and different in type to the one which 
we are Giscussing. Now it lies in front of the thrust 


faulted ; res. 


Dk. BOATRIGHT : Thank youe 
THE CHAIRMAN: Any more questions. 
MR. FRAWLEY: Is that all the evidnece you 
have. 
MRe REDMAN: That is all. 


KENNETH wORRISON, having been 
recalled, examined by mr. Frawley said: 
Now Mr. Morrison, do you recall just at what point we 
were; yes. we wers discussing the indirect cost. 
Page 21. 
Page 21, and I am going to ask you something now, Mir. 
Morrison, will you define the difference, distinguish 
between those two words, the two phrases "direct cost" 
and "indirect cost" for the information of the Com- 
mission? 
The direct sost which we have already dealt with today 
means the cost which in the books of the company are 
charged direstly against the pipeline department, that 
is to say, wewill take as an example the weges of the 
men who are directly employed on the pipeline and nothing 


else. Their wages are charged directly to the pipeline 
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department and are regarded as direct a enact 

Q The men whe work the pumpsand work the valves on the 
pump line that russ to Calgary for example? 
Yes, or the line-walkers. 

Their salaries, their wages, are direct costs? 

A Direct costs. Now the same is true of certain material, 
it is used for repairs on the pipeline department and 
is charged directly to the pipeline department. There 
18 no need for any further distribution in the books of 
the company. 

Q That is it, this question of the worry of distributing 
the cost docs not arise at all in connection with what- 
you would call "direct Noeua? 

A ghat is it and is pointed out by Mr. Nolan we are 
practically in agreement insofar as the charge under re~ 
view of the 30th of December, 1938, as to the total of 
those direct costs. 

With the exception of the storege rent of course? 

Yes, oh yes, with the exception of that, apart from that 
we are in agreement practically with tho amount and they 
are called "direct cost# because they can be specifically 
allocated ne the department. 

Q Any accountant would find the same "direct coste"?. 

YeBe 

Q And that is why you make it, your investigation and Mr. 
Taylor's investivation tally so close together. 

4 Yes, pre would have been in actual agreement except aa I 
mentioned in the report that inciuded in those direct costs 
were certain a llovat ions, in other words the company had 
in the past and during the nine months of 1938 distributed 


certain items into the direct category which were dircctly 
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indirect expenses. 

Will you illustrate that, you have just said that 
"direct cos®” need no distribution? 

Ordinarily that is true but nevertheless it ig quite 
usual to find in the direct costs certuin allocations 
of indirect costs in other words they are made direct 
costs by the distribution. 

For example? 


Now that may appear confusing but you will find in the 


direct cceis a composite of what is direct costs without 


question and certain other indirect costs which have been 


distributed. 

And put into the book as direst costs? 

Yes. 

Can you give us an example that may help? 

I am trying to think of what something might be, it is 
quite difficult on the spur of the moment te pick out an 
item that would be ingludced in the distribution as "direct 
Gosts". I would have to refer back to the working pepers 
to get that. 

I only raised it in case it might be helpful, because it 
does at first blush 

MR. NOLAN: It is suggested that perhaps 
"fuel~gas line™ might be. 

That is one, yes- Of course the difficulty in specifying 
or specifically saying that "fuel-gas line" is an item in 
question is tmt these allocations were not mqde for: ale 
of the indire3t costs. Unosxrtunatelv I might pick out 
"fuelgas line’ and then that might be one of the excep- 


tions, that is why I do not wish to commit myself as to 


exactly what was done> 
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‘All right, it may not be essential? 


But ‘in these statements, the indirect, or the distribu- 
tion of these indirect expenses which were previously 
included in the direct expenses have been eliminated so 
that they are not now there. 

In this? 

Yes. 

THE CHAIRMAL: Bhe Company may have done that 
but the witness has already classified them as direct ana 
indirect, they are enumerated in each catcgory and come 
properly there in his view. 

MR. FRAJLEY: Phat is right. 

WITNESS: Yes, and insofar as I see, ine 
sofay as tho direct expenses are concerned both the 
company's representatives and ourselves have eliminated 
the distribution cf indirect expenses which have been 
made ana we have substituted under the heading now of 
“indirect expenses" our ideas of what they should be. 
She company on the other hand have taken the same amount 
but with probably a different idea as to how they should 
be distributed. 


It ts not the same as you eliminating the $14,000? 


‘No, that is disallowed. 


That is disall«wed? 
Yes. The other now, it is a matter of difference in the 


amount of the percentage of distribution which we took as 


compared with the percentage of distribution which the 


company takes, but insofar as the items are concerned in 


the main we are in agreement insofar as €irect costs are 


concerned; insofar as the direst costs, I am not sure as 


+o how we agree on the total but they will look into that 


matter and comparo their totals with our totala. 


ere 


a 


K Morrison - 218] « 


Q 


Let me follow up what the Chairman said, while the 
company may have put it under the heading of "direct 

cost s",some of these distributed "indirect costs" under 
the heading of "direct costs",you have not done it? 

No. 

But that does not result in throwing out any costs 
again? : 

No, these were, they had been taken out as direct cost 
but they have been included as indirect costs on a dif 
ferent basis of distribution. 

THE CHATRii.:,N: Which will affect the result of 
course? 

Which will affect the result. 

MR. FRAWLEY: There may be more or less dollars 
and cents rut into the operating costs, by a difference of 
met hod? 

Certainly, that isd true, we might both have taken out a 


hl 


thousand dollars we will Bey out of the "direct costs" which 
were there as "indirect cost!, and we show that thousand 
dollars in as “indirect costg’and we suggest that say 20% 

of these snoulad go and the ozmpany says “oh no, 30% of 

them" should go, so that we still have the thousand dollars 
but we say on that "$200-00 should be regarded as the ex~ 
penses" and the company says "gZ00-.00". 

That is exactly what I wanted you to say by way of illus- 
tration, that is where the difference in dollars and cents 
arises? 


Yes, that is the percentage which we use will certainly 
affect the number of dollaizs which are being regarded as 
an expense. 

Of the pipeline dpeartment? 


The pipeline department. 
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That is right. Now Mr. Nolan suggests, and I agree with 
him unless you have some good reason to the contrary, 

that this might be a good time, and perhaps it is the very 
time you intended to do it, to explain how you arrive at 
this percentage? 

Surely. 

This $18,290.00 but I think you stopped in your definition, 
had you finished defining "direct costs” and "indirect costs"? 
No. I merely defined “direct costs". 

I thought so. 

No "indirect costs"would be as enumerated on page 21, the 
first item there of " Boiler Plant Expenses", there is a 
total expense shown at gl9,344.75 under the heading of 
"Boiler Plant Expenses”. Now that "Boiler Plant Expenses" 
is the whole of the "Boiler Plant Expenses" of the com- 
pany supplying various departments. Now then some part of 
those expenses are due to be charged to the pipeline divi- 
Sion. 

Yes. 

ghat is why it is called an “indirect expense", it is not 
directly chargeable to it, that is the whole of the amount 
which is spent by the company under "Boiler Plant Bxpenses" 
is not all chargeable tc the pipeline department, some 
POTrGLOn OL 1t .i8 > 

And because only a portion of it? 

We admit it. 

But because a portion of the cost is chargeable, you say 
that is an "indireot coat"? 

We have used that term on the top of the Sheet you will 
find it is "Proportion of Utility Expenses and Service 
Units", new that might be more correct but we have put it 


all under the heading of, merely for distinguishing direct 
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as against indirect, it represents a propo rtion of 
utility expenses and service units. 

And the big question is what proportion? 

What proportion. 

wR. NOLAN: I wonder if the Commissioners 
quite follow that. I hope I am not interrupting un- 
necessarily, sir, it is a little difficult at first some 
time, the point is Mr. Morrison, the boilor plant services 
certain departments of this company? 

All departments as a matter of fact. 

And there are tlore departments than the pipeline? 

That is what I mean, 

There are fcur departments? 

Yes, at least four. 

It doesn't serve four, how many does it serve, let us say 
three? 

Well it serves more than the pipeline department, that is 
what I am interested in. 

And they have, my Lord, to find out what proportion of that 
expense should be Lorne by the pipeline department, that is 
it should not bear all of the expenses because it serves 


Other departments. 


MRe FRAWLEY: That is right, J think thay Ga 
clear. 
Wik. NOLAN: I am putting it on the servicing 


of these units. Tt think that makes it a littl. more clear, 
Mr. Morrison, that they Serve more than the pipeline and 
that is what eauses the difficulty. is it not? 

Well I do not know that that makes mcuh or any difference. 
They serve, I do not Know if there ig any, the boiler 


plant expemses hare to be borne by all of the departments 


of the company. 
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Which it serves? 

4 Which it serves. 
MR. NOLAN: Yeo', that paras. 
MR. FRAWLEY: . Yes. 


(Page 2185 follows) 
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Q MR. FRAWLEY: Now the same is true with 
the next item. EHleotrie Plant expense? 

A Exactly the same thing istrue, that there is a certein 
expense involved by the Company in running their 
electric plant. 

Q You are going to run down that line and you are going 
to explain that and then you are going to get on to 
that question of percentage? 

A Iam not going to go over every item because the same 
principle is true in all cases, in that the distribution 
of this expense is necessary to be made in prder that 
the Pipe Line Department may bear a fwir- proportion 
of this expense. Now these come under two main headings, 
Utility Expenses and Service Units, which is on top 


of the page, and the Administration and General Expenses, 


following. 
Q Yes? 
A The same principle is true insofar as distribution is 


concerned, that what we are endeavouring to do is to 
place to the Pipe ine Department a fair proportion of 
the expenses of these two main headings. We have used 
the labour ratio basis to do so, 

Q At this point I think it may be that the Chairman and 
Mr. Commissioner Lipsett have that quite cleerly, 
but I think it might serve a purpose to put into the 
record as much as you can to explain this labour ratio 
method, and how you have come to use it. 

Q THE CHAIRMAN: First of all how did he happen 
to think of it? How did-he arrive at it as a method? 
Has it ever been wsed anywhere? Or if not, why did Mr. 


Morrison happen upon it? 
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Q MRe COM'ISSIONIR LIPSETT: Just before you start 
that new subject, to make the figures elear, Boiler 
Plant Bxpense %19,000.00 and then you givé also a 
proportion of the Texes on the plant in the: next’ column? 

A Yes, that is the taxes applicable to the Boiler Plant 
has been applied by the Company in respect of the Boiler 
Plant. 

Q Again, segregated from the total taxation? 


1esi that is true. 

Q, When you come to the bottom of that column you get 
pl05 ,946.78? 

A That is the total of the expenses and then we add to 
Ta Bape clesiorw 

Q Is that the total amount of the expenses after deducting 
these credits that are set out in red? 

4 Yes, that is a net figure, and then we add to that the 
total of the taxes, $9,021.49, which gives a-total of 
G112,968.27, being the total of the Utility Expenses 
and Service: Units anc Taxes. 

Q As paid by vhat department? 

AS paid by all departments. 

0, And now you are coming to the allocation as between 
the Pipe Line and the other departments‘ 

A Yes. 

Q THS CHAIRMAN: You appliec this labour ratio 
Ho the taxes too, did you? 

A Yes mo Geceosiand eSiso- Later. on you well Ting ys 
applied to administration and general expensese Now 
With reference to the use of the: labour ratlow..<...% 
MR. FRAwWLey: I thimkad?s abe, gust ebe toa 
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Kenneth J. Morrison. 


told us to some extent of your negotiations with the 
Royalite Company's accountants and auditors, the Price- 
Vaterhouse people, and the discussions which you haa 
insofar as they are relevant, and in sehecetenne them 
for the benefit of the Commission so that we may be able 
to consider the methods which were suggested to you 

and which you rejected, and how you came to adopt tre 
One you did adopt. If we knew the methods our friends 
have used we might comment on that as we go along. 

A ~@ll I do not know about that. I have a statement I 
Want to get before I start. 1 may say, «r. Chairnan.... 
Mk. NOLAN: I wonder if.I may interrupt — 
to suggest to my friend that the nesoriatious leading 
up to finding some basis in respect of computing the 
indirect costs is not of very much importance now. 
lir. Morrison has got a basis. \.e have a basis. 

As to what the Rep taerons were » in an eadeavour, 
before this Commission sat, to reach some common basis. 
do not seem to me to be of importance at all. 

lime PRY? I would not have thought of it 
at all, except on the Chairman's observation, intimating 
your desire to know as much as you can about this, in 
asking iir Morrison how it came about he adopted it. 

That is why I thought it might help. 

THE CHATRAIAN: | Ve will hear the evidence. 

Mie TOLAN: I thought you wanted to know 


why this basis was taken? 


THE CHALRIAN: That is right. 
Mr. TOLAN: And why we did not take this 


and ook some oth r basis does not assist the CommisSion. 


Why we. did not take & common basis does not assist the 
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Commission. Mr. Morrison took this basis. 
THs CHALTRMAN: I am interested in mnowing 
what the discussion was between these experts before 
they arrived at their dissimilar points of view. 
It might not have great probative force, ir. Nolan, 
but we have heard a great deal of evidence already 
which is in the same category. 
Mh. NOLAN: I am not thinking of the 
probative force. I am thinking of the undesirability 
of going over any more ground than is necessary. 
1G CHAIRMAL: I do not think it will take 
very long. \ie will hear it. 
Ah There are many methods adopted in any cost accounting 
for the distribution of what we have been referring to 
here Sec itpnsk aoe Costs, among which is wratwe call 
the labour ratio. Sometimes that is done by merely 
taking the number of men employed, withont regard to 
the value of the wages which those mem earn. In 
other words, you might have 100 men employed by a 
Company, ten of which are employed by one department 
and 90 by another. For the purposes of distribution 
of Indirect Costs it would be said that 10% of that 
indirect cost should be attributed to that department, 
I dia not agree in this case it would have been fair 
to have taken sucha method, because of the disparity 
in the wages paid. The men who are drilling wells 
receive a higher wage per day than the men who are on 
the Pipe Line Department as a general rule. And se 


it was felt that that basis would not be acceptable 


BNG GOT We secrsvese 


he 
~ 
a 4 
~ 4 faxed 
ee. 
sar 
~ 
B - = 


La, 
, Rr ae = 
oa ‘ : 
fe = 
Sy ” = 
7 we > : f 
foe . % 
ott zu Oey 


~ 


Prnig x ‘ 
ve 7 ns 
Be - Sa 
. ° 3 
F a ois 
‘ : cs : 
<a = = 
; 4 mh 
Ae ee ‘S 
2 
Saag : 
&- 
ae 
f i 
ty 
wot ah 
re Be 
fi Ra S : 
ats 7S 
cae . ii 
Me 
, 
Vibe 
: Be 
“ia my ey 
* poly oes: 
® see 
spit 


T-4 
5 
-2189~ 


Kenneth J. Morrison. 
THs OCHALRWANs I did not catch the first part 
of your statement. Did you say this 10% is sometimes 
used? 
That is sometimes used. 

Q £nd that is generally known in accountansy: 
Yes. As I say there are many different methods. There 
is, in addition-to the humber-of-men, they- reduce it 
sometimes- to the number of hours that the men work. 
Another basis is the amount of wages earned, and the 
proportionate amount of tle wages earned, and that is 
a basis of distribution. Then there are many combinations 
of the different methods which we ean obtain for the 
Commission and lay down before you, the different methods 
that are adopted. There is no uniformity in practice 
of what method a company might desire to take. Soma-- 
times the cost accountant favours one method, as appealing 
to his reason for a distribution; another accountant 
in the same type of business adopts an antirely agifferent 
method. The results that they arrive at may be very 
Glose but never theless they have used different methods 
in arriving at their basis of distribution. In this 
particular problem when we commenced first, it was 
Suggested that we should use a revenue basis of distri- 
buting the indirect costs, and the revenue basis is 
one that has been used by the Company in distributing 
the indirect costs on what has been called the Jersey 
Stavements— Exhibite "65" to "37". That revenue basis 
is made up in this way, that ney, will take the whole 
of the revenue of the Company and ascertain the amount 
of that revenue that belongs to the Pipe Line 


Department; the amount that belongs to the orude oil 
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department and the amount that belongs to the other 
two departments wiich are named; the Natural Gasoline 
Department and the Gas Department. They will then 
find the ratio that each individual revenue of each 


department vears to the total, and they will distribute | 


the Imeivech.iaxpenses on “heat pasise 
THE CHALTRMAL: Has the Royalite a Natural 
Gasoline Department? 

They have what they call a Natural Gasoline Department, 
yes Sir. eo Lis Oo Oo, 

M2. PRAV/LiY-: Your Lordship is Looking at 
me because I »bromised to have this thing prepared. 

That is absorption gasoline. That is the product made 
iietne absorption plant. 

Wenn. "oO" as an example. I am only taking the 
fore Cre hat nappens to be at my hand. Tt as! 7or 
Geewperhoa for the yeer L955. in that year etnewucuds 
net revenue of the Company was 41,476,982.03. Of that 
fioure “176,062.21 was the revenue of the Pipe Line 
Department. Taat represents 12.06% of the total 
revenue, and so in the next statement, wxnibit "83d" 


the indirect operating expenses are distributed insofar 


Oe 


as the Pipe Line department 1s concerned on the basis 
That is a method that is very commen and 
is guite often used in various businesses. I objected 
to that method in this varticular case because [I felt 
that the revenue of this Pipe Pine Department might 

6 yery much greeter proportionately than the 
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Keno neth J. Morrison. -2191- 
another method of distributing indirect costs, and 
that method iS used by the Company in preparing these 
Jersey Statements. 2 

0 THE CHAIRMAN: That is to say, you think it 


would work against the Pipe Line Company? 

4A eS on GO. eas 

Q. The great increase in Pomennoene re 

A That is to say the expenses do not, in mv opinion, 
inerease proportionately tu wrt the revenue 
might increase, 

Q And as anticipated will increase as against the revenue 
of the other departments? 

A Tiers true, yos. Or in other words also, gudae 
apart from its increase as compared with other Depart- 

‘ments, that the cost of increasing the business through 
the Pipe Line would not increase proportionate with its 
reve nue . | 

Q lie COMMISSIONER LIPSETT: You might put it another 
way, and say that if the rate would increase from 1ld¢g 
to 20¢, there would be a large inorease in revenue but 
no increase whatever in expense. 

A That would also be true, Sir, and, of course, a decrease 
would have the same effect adversely.e That method, of 
course, was thenssuperseded but it was discussed. I am 
merely giving you the discussions that we had. That 
method was discussed, and it was agreed that it should 
not be used. tfe did not endeavour to find out if we 
could arrive at some other basis of distribution. It 
was more or less agreed, in fact it was agreed, that 


irrespective of the result, the labour ratio basis 
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which we are now using would be accepted and to that 
end our representatives and the representatives of the 
Company obtained and got material showing the total 
payroll, the outside payrolls and the drilling payrolls 
and the Pipe Line payrolls, in order to ascertain the 
total that would be properly chargeabl3 to what we now 
enll a straight labour ratio basis to the Pipe line 
Department. A schedule was prepared showing what those 
percentages would be for the periods from 1934 to 1938, 
that is for the nine months in 1938, and insofar as 
the accuracy of that calculation was concerned, it is 
subsoribed to by the representatives of Price-'aterhouse 
& Company. So that insofar as its acouracy as tc 
percentage, we have an agreement with them on that basis. 

Q THE CHATRWAN: That is if your method is taken 
your 18% is in order? 

A Yes sir, that is correct. 
For that year? 

4 Yes, for that year. Now after these calculations were 
made the Companies felt that they could not accept 
this basis of distribution because we had insisted 
on ineluding in our outside payroll, all men employed, 
whether they were on capital expense, such as drilling 
wells, building absorption plants, and building pipe 
Lines or anything else which would be capital expense, 
as against the contention that only tien employed as 
operators ~ that is on ordinary maintenance work - 
Should be employed. And that is where we really split 
insofar as distribution was concerned. We felt in 
order that this distribution might be fair and equitable 
that all meni. ther they be employed in capital work 


or in operating work should be included. The reason 


Ay 


£ 


. 
wh at é / 
By 
: +2 
< 


eal 
= 
1 
san = 
ag Als: 
Cu 


me a: 
< 
¢3 
, : Q 
; ely 


i 
= 
: eed 
ae : 
a z 
ce ae 
; ay : 
* - 
4 “ 
oe 4 } 
ee 
i ; 
at ce } 
pats 
ai 
Pe x 3 | 
ie ; 
at! ; 
; ’ 
ea 
aa! 
3 
; * 
“< , . 


T-4 


Kenneth J. Morrison. ao = 


for so doing was that we felt insofar as these indirect 
expenses - and I was thinking particularly of the 
Administration Expenses ~- that the proportion.of 
Administration time taken up would be greater when there 
were capital men employed, no matter what Departmen t 
might be affected, than when there WaS not any capital 
work in view. 

Q THE CHAIRMAN: If you took a year in which 
they were putting up some large structures would not 
you get an unfair result for the purpose of future 
estimation? 

A You would get a result which would charge more to the 
Department in which that large capital structure was 
being made. But my thought in that is, there would be 

i a Lot of time taken up by Administration because of 
that work than there would otherwise. — 

Q. Pe VERA sy Would you be conorete about 
that? Give us an oxample of what their contention 
would lead to as against your contention. Taking for 
instance Mo. John ileLeod's salary which is a typical 
indirect expense. ‘what did it mean...... 

A Of course I have no knowledge of vhat basis has been 
used. But insofar as the elimination of capital 
payrolls...... 

Q That is what I mean? 

4h As against only the operating payrolls, it would mean 
that the drilling of wells department, which is all 
capital, would bear no portion of that overhead expense. 

Q ould bear no portion of wr. McLzod's salary, if their 
view or their qualification of the labour ratio basis 


were used, as against your complete use of it, regardless 
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of whether it was a capital department or an income 
department? 

That is correct. If they were only using operating 
men, there are no operating men in the drirting or 


i t= ce eee TS piamomeeriat Sis SN: 
wells department. They are all capital expenditures. 


ead 


Therefore, there would be no amount ineluded for them 
as a charge against that Department. 

And that is th issue that was before you when you went 
your way and they went their way? 

I do not know that it was reduced to that particular 
difference. I felt in fairness to the Company as a 
whole that all the men employed, both capital and 
operating, because of the nature of their business, 
where they had one department which was all capital 

and probably another department which was all operating, 
Such as the Pipe Line Department, that does not build 
the new lines? 

Yes? 

Tha t is exactly the difference. 

And that is why you adopted...... 

THE CHAIRMAN: Has that been a subject of 
consideration wuen theso different methods were being 
worked out dy accountants, and which you say are a 
recognized method? Some accountants adopt some ahd 
some others. Did you have such a situation as this 
under review before? 

Not that would fit in exactly to this similar picture, 
because when a distribution is made it is usually 

made in a wanufacturing plant where different commodities 
are used, a therefore, we have not one department 


which is doing only capital work and others which are 
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doing operating work. 

Q SO you are breaking new ground? 
Yes: We are breaking new ground. There is much to be 
Said on both sides. So far as the amount that is involved, 
that is the percentage that was agreed upon, that is 
the principle of us taking the men employed as against 
Some other method maybe subject to differance. 

Q. itk. FRAVLAY: So that I will understand 
4G as well as I can, if you eliminate the drilling of 
wells department, because that is always capital 
expenditure and no operating expenditures? 

A That would be automatically eliminated. 


It would be eliminated, and of course one of thése 


SED 


indirect costs by the way is the cost of operating the 
main office cf the Royalite Oil Company in Calgary? 

A Nee,-a Droportion of it. 

& Let us take the electric light bills in the main office 
of the Royalite Office in Calgary? 

A Yes. 

Q Does tht mean although the drilling of wells department 
might use lots of electricity in that main office over 
the drafting tables at night, in connection with their 
drilling of wells, tht no portion of that electric 
light bill woute he charged against the drilling of 
Well S=denestcent but it would all Tell on to ovher 
departments and peebauly On. UO URE pipe line depart- 
ment? 

4 It would not fall on the drilling of wells department 
if they were cperating their office ordinarily. 


Does it follow that the suggesticn that I am putting 


IED, 


to you that no part of that electrio Lignt bill would 
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routine and carrying charges of an operating kind. 


be borne by drilling of wells department, was it 


because that did not appeal to you that you rejeoted 
it? 

ixactly. I wanted the distribution made over all 
departments. I thought this was a fair way of getting 
that done. 

TH CHAIRMAT:s That is very clear. It breaks 
new ground here because accountants have not heretofore 
fagéed a problem or a situation such as this wherein a 
Company has a department, one dealing exclusively with 


capital matters and others dealing with ordinary 


MR. FRAWLEY: That is right and the accountant 


hes to break new ground and put that where his experience 


tells him it ought to be. 

That is correct. 

Me. COMMAL SLOMs? LIPSSTT: Have they 
got a scparate department for drilling wells on the one 
hand and one for operating wells when they are completed. 
Are they separate departments? 

Bs to their records I do not know that. I ae not know 
that I can speak to that because I did not go into 

these departments. But they have wit will be seen 

from the Jersey Statements, separate departments. As 

to whether their books disclose that as is shown by 

the statement, I am not at the moment prepared to say. 
One of those would be capit3l and the running of the 
well after it came in would be an operating expense? 
That is correct. The records will probably disclose it in 


in that manner. 


Ca PRA TY Very well, then. After the 
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drilling well becomes a producing well, then they 
shift over from the drilling well department, whatever 
Iuene Colleds<. > 

4 Yes. 

Q To the producing well department, and it takes its load 
of my electric light bill of the Royalite Head Office 
in Calgary? 

A “ell it will take its proportion of the expense. 

Q. But not before that? 

A Not before that. 

THs CHAIRMAN: Hadn't you better find out at 
some time how many departments this Royalite has, and 
name them precisely and find out what they are? 

Mie PRA LEY ¢ ve might have done that by 
this time. It is becoming very important now. 

TH CHALRUAN: It can be put in in @ very 
few words. 

MR. FRAWLEY: Perhaps it would help if, for 
a few minutes in the morning, Mr. Nolan had someone 
here. 

- Tine NOLAN: I have with me Mr. Maw, who 
is a Ghartered Accountant and who is conversant with 
the matters of this Company by reason of his annuaél 
duties as auditor of the Company. He is not a gentlemen 
whom I propose should ne evidence on these contro- 
versial matters, but Mr. Maw has had firsthand 
knowledge of the affairs of this Company, and if it 
would assiet I should be glad if he would go into the 
witness box and give your Lordship an idea of how this 


is divided up, if he does know. Or at any other time. 
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The first thing in the morning if you say so. 
THE CHAIR AMs I think, tir. Frawley, that 
we will not start a witness for the sake of four 


minutes, but I think probably it would be better 


to have that in the record before proceeding. 


Pee we PRL Ye: Vos i-think that. is €o, Sir. 


(At this stage the Hearing adjourned until 10.30 &séM,., 
January 17th, 1939). 
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Q 


whe FRAWLEY: I am calling Mr. hiaw. 

ARTHUR wAW, having been first 
duly sworn, examined by Mr. Frawley saia: 
Mre maw, you are a chartered accountant? 
Yes. 
A member of the Institute of Chartered Accountants for 
the Province of Alberta? 
Yes. 
You are practising with the Price-Waterhouse in Calgary? 
I am employed by the Price-wWaterhouse. 
Yes, and the Price-\/jaterhouse are auditors for the 
Royalite Oil Company, Limited? 
Yes. 
Anc s0 far as you know for all of the ctmpanies in the 
Imperial organization in Calgary? 
Yes. 
Now we have, it appeared desirable yesterday we should 
have eutlined for us the various departments of the 
Royalite Oil Company and will you do that for us ncw, Mr. 
Maw? 
I think I ought to explain that I can only give you the 
departments from the accounting standpoint. 
Quite so. 
That is from the point of view of the superintendent of 
Administration the split of the departments may not be on 
exactly the same lines, but so far as the acoounting is 
concerned this is their departmental arrangement—-- 
Do you have any reason to think there is any difference 
between the accounts, the departments as they are repre- 
sented in the books of the company and the actual de- 


partments as they operate for the company? 
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A Well no, except that quite possibly there may bé lies 
drawn in different places as to the management ana super- 
intendent of departments, for instance there are quite a 
few departments gathered together in the Noe 1 Plant, the 
No. 1 Plant yard, they may ugé the same superintendent, 
the same foreman, and from the point of view of management 
it mey be all one operation but from the point of view of 
accounting they are separate departments. 

Q Which means that ari: the division, that the depart- 

menté&lising which is set out in the books may overlap from 
time to time in the actual operation of the company, that 
1s what that means I imagine? 

A Well that is not quite what I mean. 4 would not say they 

would overlap. What I mean, there ig a clear-cut account+ 

ing distribution by departments. 

YOs. 

But I am not in a position to say that the superintendent's 

operations of the company is corfined to normally clear-cut 

lines; beginning at the beginning I tried to put theBe more 
or less in the order in which the operation is carried on, 
although as the operations ars carried on side by side I am 
not able to do that throughout but the beginning of the op- 
eration of course is drilling, that is carried out by the 
drilling department and is the only department which is 
polely for capital expenditures. 

So we have the drilling department rirst? 

YeSse 

That is what you ars saying’? 

Yes. 


Then next. 


Se fPee- pp &- 


Then the revenue producing department.» 
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Q Now you are making another Classification, you say the 
drilling department which you ars speaking of now is 
the first department of the company and that is in a 
Glassification of its own and what is that classifica- 
tion? 

It is "Capital Expenditures". 

Under the heading of "Capital Expenditures" we have the 
drilling department and that is the only department in 
that classification? 

A In the accounts, yes. By that I do not mean that the 
drilling is the only capital expenditure which the com- 
pany incurs. 

No. 
The other capital expenditures are treated differently, 
they are not departmentalised like this. 

Q So far as the accounts are concerned the drilling is all 
capital expenditure? 

Yese 

Q And you have a capital expenditure classification in which 
you put and only put the drilling expenditures? 

A Well I put the classification of "Capital Expenditures” on 
that. 

Well we are accepting your further classification. 

fo be more specific the "Y" here is a drilling department 
Qaeero yr ve. -arilting Shen aes included and all 
items charged to any account beginning with "Y" eventually 
finds its way tc capital expenditure in the form of, either 
tangible well costs or intangible well costs. 

Q Now before this gets toc confused. I want to just ask you 

this, you put the drilling cf wells in the capital expen- 

diture department because there is no income and there being 


no income end theve could not be to you anyway, as an ac@ 
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countant, in ell operating costs, in that correct? 

That is right. 

That is correct? 
Yes. 
You incur a lot of costs in drilling awell vut for some 
purpose which for the moment I am not very able to follow 
you, but you as an accountant think it is quite right, you 
do not call those costs "operating costs"? 

That is right. 
And why are they not "operating costs", I am only saying it 
now to make it clear, so that your: answer will make it 
quite clear sc far as we are concerned? 
Because they are monies which you have invested with the idea 
of earning income on them. 
Wa habe nines iof--— 
The intention of earning income. 
But until they earn income, until that operation earns an in- 
come there are no “operating costs"? 
No, it is an investment of funds. 
And is just so far as you are concerned, it 1s using exact 
lenguage for an exact purpose and if the man on the street 
says you are expending money and it is costing you money to 
drill a well, you do not call that "operating costs” so far 
as the Royalite Company is concerned anyway? 


No, I am investing ina well. 


All right. New you go to the second general classification 


of "revenue producing departments’, is that right? 


That is right. 

Now in these revenue departments, what are they and where are 
they? 

Pept eirat “wells operating". 
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Q Yes? 

A "Gas gathering". 

Q Gas gathering, yes. 

A "O1l gathering"; "Calgary trunkline cperating", those last 
two constitute the twce direct pipeline revenue producing 


departments. 


Q So we could call "C" and "D"the pipekine department? 

A Yes. 

Q Mir, Morrison has been marking them "A", "B", "CO", and "pr, 

A Oil gathering is the Calgary trunkline operation. 

Q Have you somc more? 

A "Gasoline plant operating". 

Q Now--= 

is Two of them, treated by the company as separate. 

Q Are the gas gathering lines separate from theg asoline 
plant operating? 

A 


Yes, and "srrubbing plant operating". 

Yes. 

Those are the only departments which I have classified here 

under the heading cf "revenue producing departments". 

Q Then, Mre Maw, I beg to refer you to Exhibit "87" (C), which 
is the Jersey statement, part of the Jersey statement for the 
year ending Zlst December, 1967, now Mr. horrison galls my 
attention to the fact that you would appear to have same 
other classification, and by the way, you have not got that 
statement but you are perhaps familiar enough with it if I 
read 1G v0 you? | 
I would prefer to have one in front of me. 

Q It i8 much better to have one in front of you, there is 

Exh bay Oe 7 Mr . Maw, and on sheet (C0) 87 (C) which hir. 


Humphries produced you find there that there appears to be 
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the following departments: "Crude O11", "Crude Naphthas", 


"Absorption Gasoline". 


MA JOR LIPSETT; Which Exhibit is that? 

MRe FRAWIE Y: OL LA 7 ee) es 

MAJOR LIPSETT: what year is it? 

MR. FRAWLEY: 1957, the Jersey statement for 


1957, it is the second last large sheet. 

MRe FRAWLEY: lire hiaw, you realize that all I 
want to do is to harmunize what eppears tc be the depart= 
mentalising of 87 (C) with the departmentalising which you 
have just done for us. 

Yes, well in that case I can add to the revenue producing 
department local sales station. I had ommitted that as a 
minor importance but perhaps I should not do that. 


Are you lloking at 87 (c)? 


Yes. 

THE CHAIRMAN: Local sales station? 

Yes. 

MR. FRAWLEY: But that in turn, Mr. Maw, ap=- 


pears to have been distributed among "Crude Oil", "Crude 
Naphthas", "Absorption Gasoline", "Gas", "Pipeline"? 

Well for the purposes of this statement it would be. 

Well yes, what we thought, rightly or wrongly, was that 
it appeared from this statement that 87 (C) that your de- 
partments were as outlined "Crude O11", "Crude Naphthas”, 
"Absorption Gasoline", "Gas", and “Pipeline”, those five, 


is that a proper inference from this statement? 


No. 
Then why? 


Because the purpose of this statement is cnly to arrive at 
the cost as adequately as pcssible for the company's bal- 


ance sheet of crude vil inventory, crude naphtha inventory, 
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and absorption gasoline inventory, in its annual balance 
Sheet. 

Well there is more than inventory distributing, I undere- 
Stand that all of the expenses are distributed amongst 
those five CE enL peer 

They are because the expenses enter into the cost of the 
eil. 

Wel} it is a fact that 87 (C) and 87 (D), that all of the 
expenses of the company are distributed over those five 
departments? 

If you will refer to (CG), that is the last page? 

Yes. 

You will see that it ends up under columns "Crude Oil", 
“Crude Naphtha",and "Absorption Gasoline" with three 


figures, denoting the cost per barrel, at the bottom of 


the page. 

MAJOR LIPSETT: Which page is that?’ 

line FRAWLEY: It is the last sheet for 1937. 
MR. FRAWLEY: Well that is true, Mr. Maw? 


Lt is to arrive at those three figures that this statement 
is prepared. 

That may be se but the expenditures have aiso been dis- 
ibuted amongst the remaining two departments, if I might 
gall them such, "Gas" and "Pipeline"? 

Quite, as being not applicable to crude oil, crude 
naphtha and absorption gasoline. 

Of course what the purpose, what these two sheets in any 
event, 87 (c), and (B) were intended to do, were to show 
to the parent Company the cost of producing those three 
things, orude oil, crude naphtha and absorption gasoline, 


that is I prosume what you are saying? 


No, I was not saying that. I do not think that they were 
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prepared for, as an exact purpose as that. They were 
prepared to provide a balance shset valuation, a bal 
ance sheet cost, one which would be suitable to value 
the inventories of those three figures. 

Q Oh I am not quarreling now with tht, it appears in sae 
fashion either as an estimate or as an exact cost, the 
purpose of preparing these two sheets was to arrive at 
those three figures at the very bottcm of page 87 (B). 

b That is right. 

Q But in the process of doing it you seem to have depart- 
mentalised your expenses and all I am doing is, I am just 
Looking for a guidance as to whether or not you have 
given us this morning as correctly listed, what appears 
oh the Jersey statement, or whether what appears on the 
Jersey statement is the proper way to departmentalise this, 


onateie.alls Liam doing? 


4 What I am giving you now is the way the company keeps its 
books. 
Q well then where are the expenses listed under some of these 


that do not appear, take for instance "wells operating", 
where do we find, in the five departments, in the Jersey 
statements, in which sive aust Renwia we find that "wells 
operat ing"? 

A On page (C), the first item in the operating expenses, 


marked "special"™« 


Q Yes. 
MAJOR LIPSLITT: That is the last page? 
MRe FRAWLEY: The last page, yes. 
Q MR. FRAWLEY: Well now, you say, Mir. Maw, I 


take it that $269,584.41, you say that is for that item 
which ig to be found there, but then you say that has been 
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distributed, now where has it been distributed, yes, 
“orude oil $141,348,50", I am reading at the very 
bottom of the page, Mr. Chairman; $26,467.80 under 
"exude naphthas” and "¢101,768.11 under 'Gua'"? 

Yes. 

Bo we come back to where we were a moment ago? 

Well I would not like to say offhand the reason for the 
Split between those three, but you will notice that 
nothing is charged to absorption gasoline and nothing to 
pipeline. 

Q That is true so far as that item, the wells operating 
Situation, is concerend? 

A Theat 18 the way you would expect it to be. 

Q What I am leading to is instead of "wells operating" we | 
have it under "crude oil", "crude naphthas", and "gas", ) 
using your departmentalisation as exhibited in 87 (B), | 
that is all I eam saying, I am just trying to save confus- 
lon, there is nothing controversial in this at all, it is 
just to get the idea of the departments, at the request of 
the Chairman? 

A Well I think it would be simpler if ysu would ignore those 
headings as depertments because they are not departments, 
on this Exhibit "87" and "86", they are not, they do not 
purport to be departments, although the statement is headed 
"Income by Departments", but they are not departments as 


set out in the company's bookkeeping system. 


(Page 2208 here follows) 
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MR. PRAVLSY: To me, Mr. 
Chairman it does not seem tat we can usefully 
pursue it any further. Mr. Mev has outlined in 
great detail what he ae says are the departments 
of the Company, according to his understanding. 
THa CHAIR AN: wow Local Sales Stations. 
Pins CRRA LY Do you still want ,to go 
on with that? 

A I say after the Revenue Producing Departments there 
are other departments that i still have to come to. 

Q Then we had better let you finish whet you were 
doing. Locel Sales Stations? 

A That really embraces most of the revenue producing 
departments. The rest sre Utilities and Service 
Units and they are not to produce revenue but to 
enable the Company to function. 

Q THE” CRA LRUAY : You say that the revenue 
producing departments end with? 


A Local Sales Stations. 


Q Yes? 

A And vhat is your next,division? 

Q Mit. PRAULEY: You have another division 
have you? 

A As regards utilities and Service Units. I think it 
would be better not to try and separates them, and 
say So many are utilities and so many are Service 
Units. 

THE CHAIRLEN: “hy not? 
a Speaking of one of these departments, the ater 


System, ordivarily that would be considered as a 
utility. The ‘ater System. Now in the Company's 


books in a general way they distribute the proceeds 
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of the Utilities by an arbitrary percentage of the 
cost of the whole to the various operating 
departments and your service units by a charge on a 
unit basis. But that is only in a general way. 
The definition overlaps. For that reason I think 

ces would be simpler to treat utilities and service 
units as one classification of departments. 

The CHAIKMAM: The costs are apeiea at on 
4 different basis. How can you lump them? 

A No air, the costs of them are the direct costs but 
Dy eire aiidceti on of their costa that we ere 
sonsider ing. The allocation of their costs to the 
Revenue a: bonne Departments. hat I was going to 
say was to take one classification of utilities and 
service units aid then if it is necessary for you 
to know whe ther one particular item is charged to 
reve nue producing departments on the basis of unit 
charges or er bar cary Reveontacos: 1 (Gane, 
necessary develop thai. Perhaps it would be more 
satisfactory if I did that from start to finish. 

Q MR. FRAWLEY: ee you familiar with page 
24 of Wr. ijorrison's Bxhibit "36" in whieh he has 
Shown under the head "Sundry Aesauene Is that what 
you are now speaking of, ii. Vaw? otatement Wo. 249 

A Those are assets. ‘ie ue dea ling wi th operating 
departments. 

Q Yes, well? 


4 Rane el the Main those are ASSCTSece-cee 
Q Just a minute. 
THE CHAIRILE: Yes. 


Q MR. FRA Lay: I suggest that they are 
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ee 


assets, true, but they are assets to be found in 

those two departments we are now dealing with. 

In the main, ves. 

There is an item "Residential Quarters". Do you 

call that & service unit? 

The operation of the Residential Quarters is a depart- 
ment. 

&re you going to give us that as another departnent 

or Go you say it is under the Utilities and Service 
Units? 

Iwill inelude-it under Utilities and Service Units. 
BLL right. Let us run through these things and see 
how many are under Utilities and service Units. It 
might help us. 6 will see if they all come umer 
Utilities and Service Units. terhaps we cén agree 
thet all of them do, and if not you Gén point them 
out. 

THE CHAIRIAN: He mentioned as another 
division of his own. 

I was proposing to give you the c&assification of 

the Departments are ygaqg by the Company. 

ME. FRAVLSY: You tell us when you are 
finished before we bother you any more. I have 

got drilling depa.tment as one division, 2-Revenue 
Producing Department, 4 - Utilities and Service Units. 
Have you any other main divisions that you want to 
mention? ‘whether main or not, any division‘ 

I think I ean inelude all other departments under thet 
heading, the heading of Utilities and Lervice Units, 
although it might not be strictly accurate. I can 


explain the difference as I deal with each one. 
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& Yes? Now in that you say you. have, under that general 
division of Utilities and service Units, there are, 
as a matter of fact, seyeral departments just as there 
were in the Revenue Producing Division? 

Lh Yes. 


Q All right, what are they: 

A There are quite a lot of them, Sir. Do you wish to 
write them all down’ 

4 I think we had better exhaust it. 
Hit CdATRMA: “hen you say quite a lot, how 
many do you mean roughly? 

A Roughly about 30. Some of themare of minor importance. 


a) They are all departments‘? 


A Yes sir. 

( bite) re be YS For your purposesé 

A For the purposes of the accounts, yes. 

( THe CHATRIAN: All right, let us have them‘ 
4 The first is fuel gas lines. 

& Yes. ‘jould it be convenient to say whether, as you 


come to each one, whether it is under Utilities or 
Service Units? i knov' you have them grouped, but 
when you come to the costs you a:prosch them dif- 
ferently? 

4 Yes sir. It is for that reason I have tried to get 
away from this classification of Utilities and Service 
Units, because I think it is misleading. I think it 
Would be better if we segregated them under three other 
headings:- 

(1) Those that are charged by the percentage; 
(2) Those that.are charged on the unit basis; 


(3) and those where the whole expense is absorbed 
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in the profit and loss account direct. 
Perhaps to that I should add 
(4) Any other method. 
MR. FRALEY: If that suggestion were 
adopted it would be a sub-classification of item 


No. 5, Utilities and Service Units? 


Yes. 

THE CHAIRMEN: There are three main sub- 
divisions. 

MR. FRAVLSY: ‘hat are those three main 


Sub-divisions umer 5? You mean you have got to 
list them so will you still list them under l, 2 


and 3. Cen you do that? 


Yes. 

Very well. 

THE CHAIRMAN: “We heve 4 too. Any other 
method. a 

MR. FRAVLEY: 4. Those charged by any 


other method? | 

Yes. Fuel Gas Lines I think should go uncer 4. 

I inelude it under 4 rather than 4 because, although - 
the cost is absorbed in the Profit and Loss Account, 
they are the means of producing revenue which shows 
in other sections of the account, also, of course, 
ending in the Profit and Loss Account. 

So we are going to put Fuel Gas Lines to 4, chargeable 
by any other method. Yes? 

Used rm terial. warehouses, are on a Unit basis. 

THE CHATRMAN: Used Material, ‘‘arehouses? 
Perhaps I should elaborate that, by a unit basis. 


I mean that the eyst of the warehouse is not added 
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up and a percentage of it distributed to the depart- 
ments, but the warehous@ obtains its revenue to offset 
its costs by adding a pereentage to its withdrawals. 
which puts it in the classification of being on a 
unit basis. Trucks and tractors are ona unit basis. 
Automobiles on @ unit basis. Company garage on a unit 
basis. The Jater System. 

Q. The same? 

4 On a unit basis. Forge and machine shop the same. 
varehouse, the same. 


Storehouse and warehouse? 


5) 


THE CHAIRMAT: Storehouse * 
lik. FRAVLAYs Oh yes, storehouse? 

A Oh yes, the seme. residential quarters the same. 
imployees' garage the same. Boiler Plant expense, 
it is on a pereentage basis for Number 1. s#lectric 
Plant expense the same. Turner Valley Office 
expense, the same. Laboratory sxpense the same. 

Q That Turner Valley office was an arbitrary per- 
centage? 

A An arbitrary percentage. The Laboratory expense is 
the same. Sngineering Department the same. General 
Flant No. 1 expense the same. Camp and Sanitation, 
the whole cost of that is to Profit and Loiss. That 
would be under your third classification. Fire 
Department the same. 

Q THE CHAIRMAL: Profit and Loss? 

4 Yes sir, .@itching ma chine operation, that is on a unit 
basis. “yith the exception of one or two very minor 
sub-classifications, tha@we are the main departments. 


In addition, of course, as far as expense is concerned, 
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there are all the Administration charges which are 
not included in any of those operating departments. 
There is a sub-code to th2 Administration. 1 do 
not believe we will be asked for that. 

Q M3. FRAVULEY: How do you say the sdminis- 


tration cost was distributed? 


Be} It is not distributed. 


q Under any of these four methods? 

A No. 

Q THE CHAIRMAN: Perhaps that is as interesting 
as Camp sanitation. Let us hear about that. 

q MR. FRAwLey: How is the Administration 


costs taken care of then? How are they distributed? 

A They are not distributed. They are charged directly 
To ©rotit-and Loss in tote; 

Q Now, I will just remble along and ask some questions. 
Does that mean that none of the expenses incurred under 
the head of Administration is charged to the Pipe Line 
Department? Ultimately does not sane of it ultimately 
find its way charged against the tipe Line Department? 

4 Not separately, no. 

Q So that at no particular time gan you tell us hor muoh 
of the Administration costs should be borne by the 
Pipe Line Department? 

4 Not from the Company's books, no. 

Q Then that vas what you had to do when this Commission 
began? 

A That is right. 


So that ordinarily before that, from period to period, 


O 


you were never able to tell your Head Office or the 


parent Company in New York how much of the Administration 


AL 
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cost was being borne by the Pipe Line Department? 
b That is correct. | 
Q It was only when you more or less had to do it to ~ 


show what the cost of operating this Pipe Line 
\ 


was aS a s@éparate thing that some method had to 
be arrived at, now, for the first tims, of allocating 
that Administration cost or distributing that Admini's- 
tration expense. Mr. Morrison calls my attemtion 
to the fact that is not perhaps pwecisely so, because 
in the Jersey Statements which you prepared at each 
Year end, there was a distribution of the Administration 
axpenses was there not. You see [I refer again to 
Bxhibit "87d" and the .item of administrative and 
General «sxpenses for that year 1947 was »180,431.16, 
and that has been distributed has it not? 

& The distribution shown on that statement is not 


refillected in the Company's acgounts. 


Gq No, but I am merely calling yaur attention to the fact 
there was a distribution of that item of Administrative 
and General ixpense of 181,0G0.00 odd. There was a 
distribution of that by some method in the Jersey 
Statements. 
THE CHA TRIMAN: On Page! 
MR. FRAWL IY: Statement 87, Sheets c and d. 
You will see my Lord, on 87(d). under Indirect Operating 
Expense, Administrative and eee: Hxpense »180,331.167 
THE CHAIRMEN: Yes. 

Q. MRo wT RA “bad: Now Mr. :iaw tells us that the 


books of the Company do not distribute that item of 
$181,000.00 odd.» But I call his attention to the fact 


on Page 87(c) that there isa figure (1) at the very 


' = 14 Late 
‘i ey Sor! 5 : 
* : i . , 
ae Bs : 
. be Shs = 7 7 : | 
. * 4 ; E . 
- ake? i‘ | : 
= : - 
=5 ° : : 
aA . : 
o- aed a : i ; : 
ae & eee | e 3 : 
Z | " = 
3 - . 
= : d 8 a ; = = « 
es) “3 $ : : 
. i ? 
| ie Se ee ios ‘ 
| | ; a) eae 
: : S NE: , . E : 
Sf ‘ : : 
reer ; ; : : 
ioe) ha : 
A * . Ween Sead em ae ae ; m 
a | : 
2 ee wu aaa : 
- ~ .2) ee 3 
2a : Ee : : | 
we, « ; | | 
; y Nee! > @ 
| ; | | he = 
my i: ee : : 
cn = = ; | : 
oS , bh ar a = . | 
“ " e oe: tee 
. . : oe : = 2 
| : 3 . | A - res 
~ a4 = | : 
| | S - ens 
2 : : = = uae 
3 oa; 3 i - e ce E < = See 
1 ba Ss wes icy i no a : = 
7 oe a s ; - 
at : 3 : : 
4 ei = = : 
ad - | : 
ae ai . : - i . : ; , S : 
od ah : 3 t fF . © 
3 = tah : : = : | 
d att pear a oe e a = z ca = os 5 : = : 
o- =) ; 4 : | ; : : | 
) | | “ | : . ee z » wick Sey Sy 
1 5 =o = : = 
. ee Ts : a = ) 
5 oy _ : 
ees s— += a : : x 7 | 
ES, et = “ - - 
; ie be ae : 
pad fad a 5 2 i 2 | 7 
: : - 7 ee ; fas 
P7s « = . : : 3 | : | 
: . 7 | | : ae ye 
’ : | . 
a = re ss re : 3 | 
far! Sy ue | 2 3 : 3 
‘ 3 ~ 54 = a) iat - : = eee =a 
a = fo z | E 
: a ; ~ re = Ss 
: . s : © F : s4 ang 
= me a3 i -, “7 is o> Sas; . : = 
a Ses & <Le 5 x é i 
pee ins oe = 2 7 | 
hed aad we we - ps 
Ne : - : : 
Sis 2 Es S : 
. 4 - _ : za 
<~ ca > = 


Ha & 


9 

A. Maw, ~2216— 
bottom of the page, and then when you run along the 
line opposite the figure (1) you vill find erude oil 
26.897. “hat is that figure, lir. iiawy ‘chat is that 
figure’ 4 percentage? Have you got that iu. maw? 

A Yes. 

Q Mate Ghink Tivill do on ay oun copy is to out in 
the word "percentage". That is really what that is? 

A That is a percentage. 

Q. Really we should put in a percentage symbol after 
that 26.897, is not that. so? 

A I think So, 

Q Or "Per cent". 

THs CHAIRMAY: ell he is now looking into 
iG 

A Yes. 

Q MR. FRAILIY: So that that the figure 26.897 
could be enlargec by putting in the word "per cent" 
after it, immediately after itt 

4h Yes. 

Q Before we do that, is that correct* 

A Yes. 

Q That means that 26.897 of »180,331.16 was charged to 
the Crude Oil Lepartment, if you will let me use that 
word "department"? 

A Yes. 

(a In this Jersey Statement for the year 1927% 

A Yes. 


Q And 5.037% of that same figure of 180,000.00 was 
charged to the Crude Naphtha departrent? 


A That is right. 
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is And 33.163% was charged to absorption gasoline? 
A 


Yes. 


Q And 19.565% was charged to gas? 
ys) Yes. 
Q And what we are mostly interested in, 15.538% was 


charged to Pipe Lines, is that correct? 


y) That is right. 


THi CHAIRMAN: These are all per cents? 
Moy BRAS Ga: Those are all per cents, 
yes. 


On what basis was that division made, Mr. Mew*’ 

A It was never made in the books of the Company. 

Q No, but in this statement, somebody made it up and 
arrived at those various percentages? 

4 It was made on the basis of the revenue less purchases 
and inventory adjustments. 

Q Yes, the net revenue’ 
Yes. 

Q If you go to the same page, 87(c), the top figure in 
red, in the lefthand corner, %33,129,951.56, that is a 


MR. COM:*ISSION FR LIPSETYTS Let me get that 
statement. 
MR. FRANLEY: 87(c). 

Q Tis CHAIRMAN: You say this is made on the 
basis of net revenue and what else? 

A Just net revenue. My definition was revenue less 
purchases and inventory adjustments. Mr. Frawley 
said net revenue. 

Q With which you agree do you? is that the same thing? 


A It isa term which might mean almost anything. 


a 


a 


nk 
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& Hine TRA LEY: You mean net revenue? 

4 Yés. 

THA CHAIRMAN: Ail right, put it your way. 

Q Foie reel YS Gross Hevenue less.... 

TH! CHAIRMEN: What do you wish to say‘ 

These percentages were arrived at on the basis of..... 
A revenue, less purchases and inventory adjustments. 

Cage Ob ae eee All right. 

Q ihe GO a5. 0. 2 LIPSET?’ Just before you pass 
from those percentages. They are percentages of this 
figure »3,129,000.00, on the lefthand side of the line. 
That line you have given the percentages on, Mr. Maw, 
you have on the extreme left a figure of 0, 129,951.567 
Yes. 

Q Are those percentages running along the line marked 
(1), are they the percentages of that three million 
odd figure‘ 

4 Vell yes. That 3,129.951.56 is the net credit of that 
black debit in line (1}, of 9917,957.39, and the credit 
of oA a7 508.95, and the percentages running along 
are the percentages which each red figure above it 
bears to the 33,129,951.56. 

Q Just going along with the percentages still, The percen- 


tage allocated to Pipe Lines is 15.538% 
A That is right. 
Q. I do not know if you have seen Mr. Morrison's accounts 
for that year. Lr. ijorrison gives the percentage of 
 14.18656. Is that a percentage of the same figure, do 
you happen to know? ‘ould that be right, i:r. Morrison? 
Pag Some LON: That is the corresponding 


percentage, Sir, but on a different basis. 
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Mie GOM IS51LONER LIPSHTTs Not on the same gross 
figure? 
MR. MORRISO™: No, it: 1S: not on a revenue 
basis. It is on a labour ratio basis. It is supposed 
to distribute the same expensesbut on a different ratio, 
but it does not deal with the three million dollar 
figure that Major Lipsett has been dealing with. 
That three million dollar figure is the basis for 
arriving at the percentage of 15,538.. I did not use 
the revenus basis at all in arriving at the 14,186. 
Mie GOSP LoSl0bs. LIPSST? : Therefore they are not 
comparable? 
ik. MORRISON: They are not comparable so 
far as their method of arriving at them is concerned. 
They are comparable insofar as they distribute the 
total amount of expense to be distributed in both 
cases. But the basis of distributing all this expense 
and the method of arriving at’ the basis of distributing 
is different. 

Q THE CHAIRMAN: They are dealing with the same 
thing, approaching it by different methods, and getting 
different results? 


MR. MORRISON: Not quite, oir. 


(Go to Page £280. ), 
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Tig CHAIRMAN: You are dealing with the same thing 
but approaching it by different methods, and so getting 
datrerent resnits, 

MR. WORRISON: NOt Quite, ‘sin, Whe method wow 
arriving at the revenue basis I ignored altogether. We 
both wished to distribute a certain amount of expenses and 
there are’ different ways of distributing that. The dersey 
statements have used what we refer to as the reveme basis 
of arriving at the percentage and we distributed it on the 


labour basis. 


THE CHATRMAN: Which is a different method. 

MR. MORRISON: Which is a different method 
altogether. 

THE CHALRMAN: Then, all right. We had a different 


method, and then you each get down, one working With the 
revenue method and the other on the labour rutio method, 


you get a different result, do you not? 


MR. MORRISON: That is COrre ci 
TH: CHAIRMAN : So I think my statement is correct. 
MR. MORRISON: Yes, the only point 1 wantederc 


make clear is the amount of money which we are going to 
distribute, that is the total which is subject to dis- 
tribution, is the same. 

THE CHAIRMAN: Yes. | 

MR. MORRISON: But we arrive at different methods 
of distribution. 

MAJOR LIPSETT: Is the difference then, Mr, 
Morrison, that in the Jersey statements they alloeate 
-15.538% to the pipeline and you in your result alloeate 
14,186%? | 

MR. MORRISON: That. is the practica Lb ditferenee. 
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MR. FRAVL&Y: For that year. 
MR. MORRISON: For that year. 
MAJOR LIPSEIT: For 1937? 
MR. MORAISON: For 1937. 
y WR. FRAGLEY: Mr. ifaw, would it require much 


calculation to demonstrate how the 15.558 was worked out, 


will you tell us ha the 15.538% was worked out? 


A well, the 15.538% is the percentage of $486,324.15. 

Q Into? 

A Into $3,129,951.56. 

Q Messy iteias just as. simple as that? 

A Yes, $3,189,951.56. 

Q, Now, I want to call your attention to smmething else, Mr, 
law, Will you look again at page 87(b)? 

A The last page? 
The last page; and we have been having that "Administrative 
and General Expenses", $180,331.16, and that has after it 
in brackets the figure (1), which means it is distributed 
Ona basis of going back to page 87 (a) of 15,558% to the 
pipeline? 

A inateos correct.” 

Q Now, we come to another item, for instance the "Lease 


Rentals", Mr. Morrison suggests I run through the numbers 
(1) with you, Mr. Maw. All of those items which have the 
figures "1" in brackets after them, have been distributed, 
as has been the Administrati vc and General ixpenses, on 
the basis of 15.538% to the pipeline, right? 

Correct. 

And all the items which have "2" after them have been 


distributed on what basis to pipelines? 


A None at all. 
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None at all? 


No. 


lyn other words, there has been no portion of the items of 
expenditure on page 87(d), indirect onerating expenses, 
which items have after them the figure (2), no question 


that those items have been charged to the pipeline depart- 


ment at ali? 

Theat is correct. 

And I sup. ose that confirms what Mr. Morrison said yesterday, 
when one looks down that list and Ssiuus the 2's, they are items 
Which you put in, what you call your "Drilling of Wells 
Department"? 

Not necessarily. Wwe were not guided by this statement in 
drawing up the list of indirect expenses which has been used 
in preparing the company's statement for the omnes 

but I would like to add, - and I think Mr. Morrison will 

bear me out, - that we have both used the same -classification 


for expenses. 


WR. MORRISON: Oh, yes, that is between direct and 
indirect. 
MR. FRAWLAY: Now, ir. Maw, > wonder, if you, hove 


said now all thst you want to say? 

MAJOR LIPSiTT : On the last line of page 7, Mr. Maw, 
you get the total barrels of crude produced and under that 
the cost? 


Yes. 


Is that the cost appearing from the company's books, of a 
barrel of crude oil, including all their expenses? 
That would be the cost at which they would value in their 


books any inventory of crude oil which they had at the year 


end. 
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Well, then, when you come to the crude naphtha in the next 
column, is that, that is the crude before it is treated in 
the refinery? 

No, sir. The crude naphtha comes from a gas well andthe 
crude oil from an oil well, and it costs more ie operate 

on the basis of this method of arriving at cost, - whatever 
its merits may be, - but it is bome out that it costs 
1.67 to obtain a barrel of crude naphtha against 86¢ to 
Obtain.a barrel of crude oil. 

This crude naphtha then has to be treated before it is sold 
as gasoline to the public, through treating’? 

Oe ves « 

Now, When you come to the next column, Absorption Gasoline, 
is that gasoline in the state in Which it is sold to the 
public? 

Absorption gasoline, and to some extent crude naphtha, are 
both sold locally as a cheap product, but they both came to 
the Oalgary refinery as well for treatment; they are both 
sold in the raw state and the y are both sold in the refined 
state. 

Do you happen to know what the particular absorption gasoline, 
do you know what that is sold at? 

No, sir. 

Well, that absorption gasoline, whatever it costs, $1.7882 
per barrel, can you give us how that figures out at an 
Imperial gallon? 

4“pproximately 5.1¢. 


Perhaps you can give me the corresponding figure for the 


crude naphtha too, Mr. Maw, for an Imperial gallon? 


Approximately 43¢. 
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.) Just to get it clear on the notes, ir. iaw, I will put it to 
you then, the crude naphtha which appears from the Jersey 
statements to cost $1.675% per barrel, converted into Imperial 
gallons, costs 42¢ per Imperial gallon? 

A PGeG a Servant. 

Q and in the same way the absorption gasoline, which appears 
from the Jersey statements to have cost 31.7882 per barrel 
Works out at a cost of 5.1¢ per Imperial gallon? 

A ew Ts rieht. 

MIR. BPRAYLAY: Now, Mr. Maw, you see that you are 
interpreting these Jersey statements and you say that their 
purpose was to tell New York the cost per barrel of certxin 
inventories. 

A No, I snid that the purpose of these two statements was to 
arrave at a figure at which. to include, to arrive ate 
Teme rat which to put the crude 931i] Inventory in’ the 
balance sheet. 

Q Yes, 1.7882, all right now, we do find, however, that there 
was care taken to tell New York sonething Bees the pipeline 
departments, because they were, the pipeline operation was 
included and a separate column given to it? 

THE CHATHRIIAN: What do you mean by "New York"? 
MR. #RsAwWLLY: This went to the Standard Oil Company 
of New Jersey in New York. 

Q LiRe FRawW iY: Mr. Maw, is that so? 

I believe so, I really do not know. 

That, perhaps, should be cleared up by some of us, I do not 
know who first started calling them "The Jersey statements", 
T guess Mr. Humphries first started calling than "Jersey 


statements", and we do not want to be loose about these 


things, if we can be exact. 
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Well, I do know that the accounts of che RoweLaee Oise 

Company are eventually consolidated in the consolidated 

balance sheet of the Standard Oil Company of New Jersey, 

and that is why these are called the "Jersey statements". 

And they were prepared for and did go to the head office of 

the Standard Oil Comoany of New Jersey in New York? 

Yes. 

Now, what Were you endeavouring to tell the Standard Oil 

Company of New Jersey with respect to pipelines, that is 

what I want to know? 

Nothing. 

Nothing. Now, that is just the answer, you were not 

desiring to or intending to tell them anything about the 

pipeline operations? 

Metis Trigrt. 

Now, why was..... 

That is my own opinion. 

Well, why was it not left out then, eould it not very well 

have been left out and the statement been that much shorter 

and more understandable? 

Well, it would not reconcile With anything) An youre tiors: 

out; these figures will agree with the total revenue of the 

company as just an indication that they are correct. 

You have seen Mr. Morrison's report, which has been filed, 

I presume, and he deals, interprets the Jersey statements, 

as we have called then, on page 7, is his summary of that 
a fair one, so far as you are concerned? 

Do you wish me to canpare it with the Jersey statements? 

Yes, if you have to do-that. I thought, periaps, eu. “ere 
familiar enough with the Jersey statements to be able to 


say without a great deal further examination, the figures 
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arene Werore: you? 

Take, perhaps I can put it this wey, if Mr. Morrison's 
statement is here, 

Refer to page 7? 

Lt he has used... 

Page “7 °or His renort? 

If he has used the items of revenue and expenses as shown 
on the statements 1 and 2 of the Jersey statements. 

Yes, Wrich he tells me he has done? 

Which he has done, then Il would say that they were of no 
particular value. 

You say what? 

That they are of no particular value, this summary. 

It may not be of any value but I want you tO) tedt me whether 
it is a fair interpretation of the Jersey statements? 

No. 

Well, now, why? 

Because it is based on misconception. 

Now, wherein lies the misconception? 

The misconception is that this purports to be a statement of 
costs of the nipeline department. 

Oh, and he has sroperly conceived what, wnoever the person 
was who made up this percentage allocstion, hé has oroperly 
appreciated that, has he not, where is the miseconception;on 
the part of the person who distributed it en ther basis: of 
15.558% 

No, as I said before, these two sheets serve one purpose, 
Pothink . 


Yes? 


And that purpose ceases With the first three columns. 


Yes. I understood that now from your last answer, but you 
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A 


say it is not intended to serve any purpose in connection 
with the pipelines? 

Exactly. ; 
Mr. Morrison finds these statements prepared and forwarded 
DY your company... 

No, these statements are prepared by the Royalite Oil 
Company themselves. 

By the Royalite Oil Oompany themselves? 

Yes. | 

Well, he finds these statements in the records of the 
Royalite O11 Company and he works on them and makes certain 
eOnclusions from them, they make their own distribution of 
indirect costs and he scts down in his report, page 7, 

what he finds in the Jersey statements, now wherein lies the 
misconception, perhaps I misunderstood you, did you mean to 
put any misconception on Mr. Morrison? 

No, I think I meant what I said, that perhaps Mr. Morrison 
had not been informed that the figures relating to the 
pipeline expenses as shown in here were not the company's 
considered opinion as to what constitutes pipeline expenses. 
Costs? 

Costs. 

Pipeline costs? 


Yes. 


Well, let us see about that, these statements are prepared 


by the responsible officers of the Rovalite Oil Company? 


Sure. 


HOW can you say that this is not the estimate of those 
responsible officers of what the costs of the pipeline ‘Verc, 
ae what it surely is, that much anyway? 

No, as I said before, they are interested only in the first 


three columns and only,I may say, to a very limited extent; 
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the inventories of crude oil and orude naphtha and absorption 
maphtha of the Royalite 0il Company never formed any more 
than a very negligible part of its assets; as a matter of 
fact, it has always been a source of some surprise to me 
that they have gone even to the extent of that much trouble, 
to try and ascertain the cost because....,. 

Because it is so unimportant? 

It is really unimportant relatively to the rest of their 
assets. 

Anyway, whether they were wise or whether they were foolish, 
the officers of the Royalite Oi1 Comnany did arrive at what 
the pipeline revenue and expenditure was for the year 1957 
in making up Zxhibit "87(c)", did they not, by some method 
which they used? 

Would you read that question again? 

(REPORTER - reading) "Q Anyway, whether they were wise 
or whether they were foolish, the officers of the Royalite 
Oil Company did arrive at what the pipeline revenue and 
expenditure was for the year 1957 in making up Exhibit 
"e7(c)", did they not, by some method which they used?" 
They arrived at the result shown by this statement, let me 
put it that way. 

Yes, it shows the cost of operating the pipeline for 19357? 
Again, as reported by that statement. 

Of course. Now, then, li. Morrison has done nothing more 
nor less than to interpret those,and has he properly 
interpreted these Jersey stztements with resneet to 
pipelines at pago 7 Of his report? 


. ‘i 
He has summarized those on page 7. 


and the manner in which he has set them down contains 


nothing unfair or improper so far-as you are -sonucerned) as an 
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accountant? 
A No. 
Q Now, there are a few other things that I want to clear up, 


Mr. Maw, with you, will you BO CO PaseGelO to Aer, 
uorrison's report, there are just some terms there that I 
Would like you to talk about; now, the first thing on 
page 19 is the word "utility" under "direct operating costs, 
oil gathering lines", utility $2,759.99? 

A Utility labour. 


Pardon? 


& 


if That is utility labour, that is under the heading of 


Meapour utility". 


© 


You knaw what I am asking, just the term, just that expression? 

A Yes, 1 was wondering if, perhaps, this vould’ give any 
More impormation than. 1 have..on 20, “babour wvuliity arom 
pay-roll, this is the company's code which 1 am referring 
tO, suchas engineering labour;.it really consists of the 
labour of men who would ordinarily be classified as "utility 
men", such as engineers, electricians, and men on pipelines. 

Q When you s3y “engineers® you mean boiler engineers, and 
electricians, and that kind of workmen? 

A Well, they are employed on such work as would entail their 


labour being charged to this department. 


MR. ERawWiLayY: Now, is that clear? 
THE CHalRMAN: No. 
MR. FPRAWELLY: Now, Mr. Maw, can you give us a con- 


crete example of where some of that $2759.99 would appear 


in the records of the company? 
THO CHAIRiILAN: If they are men paid by the hour I 


could understand it but, otherwise, I suppose it is just 
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purely an arbitrary allocation? 

Not necessarily, sir. He is probably paid by the hour in 

any case, and if he were an engineer an@ were doing a job 

Tor’ the operation of the 441 gathering line, which could 

not be classified exactly as repairs, it would be included 
under the heading of "Utility labour". There is really not 
very much difference between "Utility labour™ and "Repair 
Dabpoue™; 

MR. FRAWLEY: Up above? 

Up above. For practical purposes the difference is really 
very Slaghnt. 

Now, does it meen this, because we are awfully anxious to 
make it quite clear, Mr. Maw, does it mean that under this 
item of "Utility $2759.99" we find the case of an electrioian 
who has been borrowed for a certain number of days ora 
certain number of hours and sent to do his particular kind 
of work on the oil gathering lines of the company? 

It might be. 

Tt? might be’ that sort. of fines 

Yes. 

TPoelt were that sort of thing that is where youlwouldz7 ind ait: 
Yes. 

Sn electrician that ordinarily we would probably fini 
employed in the main sumping station, we will Say, in the 
electrieal department of the main pumping station ordinarily? 
Yos'. 

And he is porrowca for some particular piece of work and 

sent out to do some electrical work in connection with the 
oil gathering lines or something of that sort? 


Yes. 


That man then, a portion of this number of hours that he was 
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away on that work is put down under "Utility Labour, 

direct operating costs, oil gathering lines” ? 

20at. iS right. 

On page 22, if you will go to page 22, please, to the 
statement of "Administrative and General Bxpenses". 
"Salaries of Administrative Officers and ele reaee 
Administrative Office", take, for instance, take the last 
item in the period ending 30th September, 1938, the salaries 
of administrative officers were $20,438.35, I think you had 
better explain What that is, Mr. Maw? 

I can explain it generally, those are such men as Mr. McLeod, 
Meo urd) por. Burns, 

Who are these gentlemen you are naming, for the record? 

The General Manager, the Assistant General Manager, the 
Secretary, the Meld Superintendent, and probably some others 
whom I cannot name. 

Now, those are indirect costs again, of course? 

Yes. 

And those come in only by allocation to the pipeline by 
some method of distribution? 

Yes. 

THE CHAIRMAN: And the method adopted by the comp .ny 
is according to the relationship it bears to the revenue? 


No. sir. the comnany does not allocate its administration 
3 a 


? 
charges. 


They put it- all in the profi t-and, loes2 


Thatwic right. 

And the only place we heve any evidence of their ever 
being bothered allocating it at a11 is when they report it 
to the Standard Oil Company and then you say they only do 


it for the purposes of showing..... 
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A AS a value inventory 
MR. FRaWLsyY: Let me ask you, perhaps an obvious 
question, take this $20,438.35, being a summary of administra- 
tive officers for the period 30th September, 1938, is that the 
total, is that all of Mr. McLeod's Salary, for instame, 
and all of Mr. Hurd's salary; for instance? 
No. 
Why is it not or why should it not be, oh, those are vrom 
the books of the company, I understand, I was, in my own 
mind I thought this was an item, this is the total of the 
Salaries paid to administrative officers in the books of the 
Royelite Oil Company? 
Tet vs Tight. 
But your answer to me a moment ago was that all of Mr. John 
MeLeod's salary is not in there? 
A thee ws (Tent. 
Why, I do not quite follow that for the moment? 
A Because part of his salary is charged to the affiliated 
oampanics. 
Such as? 
Dalhousie, South West Petroleum...... 
Let us have those companies, please, for the record, the 
DaL.ousie Oil? 
MR. NOLAN: The Dalhousie Oil Comp*ny Limited, 
the Foothills Oil & Gas Company, Limited, the Ssuth west 
Petroleum Company Limited, the North West Company Limited. 
Q MR. FRAWLEY: woll,now, to take, it may be of some 
assistance, take Mr. McLeod's salary now as an example, and 
les us discuss it fora moment, by what company do you know 
is ir. McLeod's salary paid in the first instance, I suggest 


to you from an examination of the books it appears that Mr. 
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Arthur waw. 
McLeod's salary comes actually from the North West Company? 
A I believe that is correct. 
he whole of it, he gets a cheque from the North est Company 
each month? 
A Ef think that is correct, 
Then whet is done about that? 
It is distributed by the North West Company on an arbitrary 
basis. 
Q So that before we get to the pipeline department at all, 
just dealing with the Royalite O11 Company generally, we find 
@ portion of Mr. licLeod's salary distributed to it, charged 
to it, the Rovalite, by the North West? 
A That is correct. 
And in the 920,438.35 we find all of that portion? 

THa CHAIRicA: Is that right, Mr. Frawley, or does 
the North “est ust charge the Royalite an arbitrary sum 
and the Royalite then proceeds to arbitrarily fix what will 

go to the pipeline? 

MR. FRAWLEY: Yes, that is what I am saying. 
Herons we get to the pipeline at all we find the Ryalite 
charged with an arbitrary portion of it by the North West 
Company, and all of thet portion which has been arbitrarily 
charged to the Royalite we fini in the item $20,438.55? 
Yes. 

por that period: 


Yes. 


eo Se ee 


So far so good. Now, do you know on what basis the Royalite 
Oil Gompany is charged with an arbitrary percentage of Mr. 
McLeod's salary by the North vest Company? 


A Not offhand, but, no, I would not like to say offhand on 
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what basis it is. I said an arbitrary basis but it is rather 
on a cammon sense basis. 

Is it the same from month to month and year to year? 

That again I cannot say offhand. 

well, then, the basis may change from month to month? 

They could. 

and then after the Royalite Oil Oompany get this percentage, 
a half or whatever it might happen to be, it then proceeds 
to distribute Mr. McLeod's salary among the various depart- 
ments which you have listed for us to-day? 

No. 

No? Now, then, what happens then to Mr. McLeod's salary 
when the Royalite Oil Company gets it? 

Tt goes to profit and loss with the rest of administration 
expenses, : 

That is true, of course,-it all goes to profit and loss 
account and it remains there? 

Yes. 

and there are only two occasions when, as the Chairman says, 
you attempt to break it up, that is yearly for the Standard 
Oil Company of New Jersey, and not yearly bit now for this 
@ommission? 

Well, I would say you do not :dO-it eatoaLn. 

You would say you did not do it at all? 

Yes, because I do mt look upon these statements I and 2 of 
the Jersey statements for the breaking down of the administra- 


tion expenses in the books of the company. 
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@ THD CHAIRMAN: But not on the books of the 
Gompany? 
MR. FRAWLEY: It is a break-down though, 
Ve Fu net: 

i Not on the books of the Company. 
THE CHAIRMAN: I suppose somebody made these 
Jersey Statements? 
WR. FRAVLSY: Yes sir. 

q. THe CHAIRMAN: It was not you? 

A No. 
tae CRAULEY : No, the auditors apparently 
had nothing to do with it. 

A Mr. Burns, I presume, is the man responsible. 

THE CHAIRIIAN: He may be the best man to tell 

you how that Jersey Statement was made up and why. 
MR. FRA VLiY: Yes, I think that is a good 
suggestion. We cannot press “r. Maw on these state- 
mentSe 

Q Well there is enother item on this same page é2, Mr.” 
Maw, Toronto Office Charges, and as tn: that period to 
the 30th of September, 1938, the Toronto Office Charge 
16° 56,837.48, is thet right? 

A Yes 

Ge Now is that the whole of the Toronto Office Charges? 

£4 Iam afraid I cannot say very much about that. That 
is for 1938, and you will see that there is no comparable 
items in the previous years, and I have not finished 
ie een tion for 1938 yet. 

Q It is certainly proper and obvious to call your atten- 


tion to the fact in 1937 it was only $9.15 and in 


the years 1934, 1935 and 1946 there was no Toronto 
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Office Charge at ali, 

4 Exactly, and for that reason I am afraid I am not in 
a position to say much about that. 

Q But that is something you do audit? 

A Ye will do, yes, hut this is 1938 yau are talking 


about. 
Q And you have not enmpleted it? 
A No, we have not. 


Q. I see lir. Morrison took the period ending 30th of 
September, 1958, and you are vaiting until the end 


of the year?’ 


h Yes, we do it to December Slst. 

Q THE CHAIRMAN: hen? 

4 They close their books on December 3lst. 

Q They, meaning the Royalite’ 

A The Royalite, and we have not done out audit for 1938 
yet. 

Q MR. COMMISSIONER LIPS&sTT: When is that audit generally 
completed? 

A By the end of Merch. 

Q Has that been the custom in the past? 

A Yes sir. 

Q THE CHAIRMAN: Vhat do you mean by the books 
Glosed on December Slst, 1958? 

4 That is the close of their fiscal year, Sir. 

Q December lst? 

A December 3lst. 

Aj MR. FRA'IEY: - tir. kaw, there is. one other 


question, mr. Morrison yesterday began to aetail his 
report at Page 19, Statement of Revenue and pxpenditure 


for the nine months ended the 20th of september, 1938, 
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A. Maw pea. 
and aS soon as he got to the first item he made it 
clear, taking the first item for instance, $2,698.12, 
being Department Heads or Foremen, umer the hvading 
of labour, Oil Gathering Lines - he made it plain to 
us that he did not ennduct an audit of this Company's 
books and that that item of ya,698.12 was an item 
he found in the books and acaap ted it as he found 
it. Do you understand that is what he did? 

A YSs. 

Q, You, of course, being Price-vaterhouse Company of 
Calgary, are the auditors of the Company and you did 
audit the boos and audit that iten among many other 
thousands of items, and you say that - oh well, you 
have not done this one at all yet? 

A ‘le have done some work on 1938. But in any case an 
item of that nature, the correctness of this would 
be subjected only to tests. ‘le would not make a 
complete detailed audit of every item. I think 
perhaps that - no perhaps I should not say that. 

I was going to say I thought detailed tests of the 
correctness of those expenses had been done for this 
year, but I won't say that offhand, because it may 
not have been. 

Q My only point is I do not want anything going before 
fi Commission unless it is accurate. Wr. liorrison 
has indicated his limitations and I wanted to add 
Price-/Jaterhouse and Company to Mr. Morrison for the 
accuracy of these figures. Are you satisfied with 
these figures of lr. Morrison's? | 

4 Yes. | 


Q #That is a comprehensive answer? You are satisfied, as 
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auditor of this Company that these figures are 
correct? 

A Sub ject to the completionof Be audit for 1938. 

Q Yes. Then let us go back one year, Mr. Maw, to the 
year 1937, which is pages 16, 17 and 18. Are you 
quite unqualifiedly satisfied that the first item 
there of $2,419.75, being the Labour Departmental 
Heads or Foremen, under the heading Direct Operating 
Costs, Oil Gathering Lines, is a true and correct 
one? If Mr. Morrison tells us he got it from the 
books and records of the Company? 

A I do not really know whether I am in a position to 
answer that question, Mr. Frawley. 1 do not represent 
Price-waterhouse, 

Q No, but then I presume - well you mean you would 
rather kave the local manager make that statement’? 

4 I think that would be better, yes. 

Q THE CHAIRMAN: We do not really care who 
makes the statement, Do you as a witness know of do 
you not? 

4 I would say to the best of my knowledge these figures 
are correct, but that is my opinion. 

MR. FRAWLEY: I think Mr. Maw can say as 
much about them as lr. Humphries. 
MR.NOLAN: | Just as much. 
Q Thera ey sat one or two things I want to ask you 
Be Rn These Jersey Statements are drawn and prepared 
on what we call a revenue tasist 
A Yes. 
Q And that means that the revenue of these various depart- 


ments set out in that statement have to be brought down 
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to show what the total revenue nf the whole compe ny 
is. That is right is it not? 
Pe 1S) Yet. 
And that the Pipe Line is put in that statement only 
Tor the purpose of making its contribution to the 
tetal revenue for the year? 

4 I think so. 

Q And that is the only reason the PipeLine is in? 

A i think so. 

Q It is a revenue producing department, and if you are 
going to gather your total revenue for the year, the 
Pipe Line Department has to show what its revenue was 
for thet year. 

4 Yes. 


Q It ts not any break-down of the expenses of the Pipe 


Line Department being attempted, or is it? 


A No. 

Q lic Naked 

A NO. 

Q “hen I see at the bottom of this statement, 87(c) and (a), 


Cost per barrel - it says"eost yer barrel Orude and 
Absorption naphtha"- does that mean the actual true 
Cost per barrel? 

A Oh that is rather hard to say. I do not suppose anybody 
sould give the actual true cost. 

Q. What is that figure? 

A That is a figure whioh the Company has decided as the 
approximate cost or near enough the cost to use for the 
purposes of including this inventory at cost in the 


Balance Sheet. 
Q You have told us several times the Jersey Statements were 
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Av Vaws x | 
tiade for the purpose of inventorys Inventory, what des 
that mean? 

A It means the stock of orude oil on hands 

G, Do I understand that the Jersey Statement is for the 
purpose of escertaining the velue of the stock on hand? 

A Well, let us get this quite olear. These two statements 
which we call Statements 1 and 2. 

Q Of the Jersey Statements? 

A Have been referred to as the Jersey Statements. I am 
talking about Statements 1 and 2. 

Q Yes? 

A feet sole purpose is for providing.<«s. 

Q Now you are talking about Statemants 1 and 2; Wwe have 
then numbered (c) and (d). Your Statements 1 and 2 are 
(c) and (d), and you were going to say what statements 
l and 2 are fox? 

A They are for arriving at the value, a sost value at 


which to include the inventory of crude oi? and crude 
naphthe and absorption gasoline in the Balance Sheet. 

G Yell are they the actual costs or are they not per berrel? 

A They are the estimated costs, estimated on the basisas 
shown on the statement. 

Q | They are the estimated costs, estimated as shown on the 
statement. Can I add to that, and merely for inventory 
purposes? 

& oxactly. 

q Pee GO mio lOMeaR. LIPSSTT: Do you mean by that they ere 
inacourate for other purposes or for our purposes? 

4 No, I would not say that. It is an extraordinarily hard 
thing to arrive at an accurate cost of producing a barrel 


of oil, because it varies in svery well. This is an 
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Rs Maw. , 
eavere = s Of’a li vellas 
@. VR. NOLAN: | An average for the year for all 


wells? 

A For the year forall wells. I do not know of any better 
way of doing it then this. 

G WAR. COMME SLOriR LIPSETt: Are you throwing any 
reflection on it as it is a figure which could be given 


for that rfurpose? 


4 For that purpose, no. For tht purpose it is quite 
adequate. 
Q. Me NOLAN? Why do we not wse that basis 


for the purposes of this Commission? 

A Because of the relative importance of the figures that 
we are dealing with. All that these statements were 
prepared for were. for valuing the inventory, which, 
if you will refer to ixhibit "A", or rather Fage "A" 
of the same iixhibit, in the Trial Balance You will see 
that the inventory of crude oil is 41,784.13, and 
Products finished and unfinished..... 

MR. NOLAN: He is reading from #xhibit 
"87(a) (1)". 
A Page 1 of the Classified Trial Balance on the first 


pag-. Under the heading "Inventories} Crude Oil, 


81,784.13. 


in dollars? 


A In dollars. The next item, Products Finished and Un- 
finished, {10,253,50. Now it was to arrive at a 
basis for pricing the crude oil represented by those 


two amounts that these statements were prepared? 


Relatively unimportant figures. 


cee 


8 

bh. Maw. oes 

Q Mi. COMMISSIONIN LIPSET?: It was intended, so 
fares possible, I take it, to. be a fair representation 
and an accurate representation to the parent company? 
165. 

Q Mi. HOLAN: For inventory purposes you 
say? 


4 Yes. ‘iell for Balance Sheet purposes. This classified 
Trial Balance is the basis of the Balance Sheet, and 
in the Balance Sheet these inventories will still be 
there in the same amount, »17,000.00 and some odd dollars. 
Q Mr. Morrison has not used this revenue basis in his 


report to this Commission? 


A Noe 
Q DO you agree he should have used it or he should not _? 
A He should not, 


q Why not_? 

A Because it is, in the case of the vPipe Line Department 
anyway, as he explained himself, the revenue increase 
out of proportion to the rate of increase of expense, 
and it would not be at all a feir measure of expense. 


Q And these Jersey statements, are they part of the books 


of the Company? 


Supplied by whom? 


A ire 

Q What are they? 

4 They are prepared from the Gompany's books. 
Q On forms? 

& On forms. 

q 

b 


I tale it that the forms are Supplied by the parent 
company, by the Jersey Company. 


MR. FRAWLEY : 
I think. they must be, because I see one is printed in the 
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Ae Maw. 
ie an 4 

q Wie HOLA: I stated before to the 
Commissioners they were not part of the books of the 
Company and I wanted to clear that up if I were 
wrong. 

q Me COM :ISSIONS LIPSET?T: Are they taken from the 


books and prepared from the books of the Company’ 

A Yes, These figures are taken from the books of the 
Company. 

Q. Mas FRAWLEY: And tir. Maw, they are from 
the books of the Company to the extent that the item 
On -87(d), 91,976,991.28, that that isthe total expend— 
itures of the Company? 

fs PeiieAt should be. 

Q It should be? 

A When I say these figures are taken from the books. of 
the Company, they are, but they are a conglomeration 
Ora LoL OL -fisures. The re are @ lot of work sheets 
behind this. I would not like to say offhand. that 
61,976,991.28 has been directly tied up with the 
Expense Accounts as shown in the Company's books. 
Theoretically they should be the same. 

G Mr. Burns will clear that up for us when he comes. 
But would you say, looking at this as a stranger, 
that it purports at ail events to include all the 
expenses of the Company? 

That is right. 

Q And would you cay primarily - perhaps you would say 
wholly ~ but primarily for the purpose of showing 
the figure at which the inventory should be held for 


crude naphtha and absorption gasoline. 
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A. Maw. aPOnA AG 
Ss That is correct. 


Q But the fact is though, thet the Pipe Line Department, 
the Pipe Line expenditures and revenue have been added 
to this statenent. That is true is it not? 

A They are shown there. 

C And when you sey that there is no break-down, i call 
your attention to the item on Page 87 {b) in the 
Golumn under Pipe Line, »77,041.06, which purports 
to be the indirect expenses of the Pipe Line Company, 
of the Pipe Line Department. A portion of the 
indirect expenses chargeable in the estimation of the 
Man who made up this sheet properly chargeable to the 


Pees ine Department, that is: correct (is it neve 


A AS shown on this statement. 

= It is correct, vith the man who made up this sheet, 
and allocated ..77,041-.06 of the total indirect cost 
to the Pipe Line Department’ 

A Yes. 

@ So that he was at some jains to show somebody what 
the cost of operating the-Pipe Line was* 

A NO. 


75) Why do you say "no" to that? 

A Because I do not think when he made this up that 
either he or the people he was showing it to were in 
any way interested in tre last column. 

THE CHATRMATL : The suggestion is, supposing 
that vas not the primary object, that nonethe-less 
there would not be falsification’ 


Oh no. 
Q WR. PRAWLIY: It is perfectly opyious an 
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la We 


allocation of costs is it not, on a certain basis, 

which you may not agree with, but which he thought was 
good enough for his purposes then‘ 

Yes, 

And he has used that for the information of the Jersey 
Company to téll the Jersey Company what it has eost to 
operate the Pipe Line, and what the Pipe Line Department 
maseearned. That is true is it not? 

On the basis of these statements, yes. 

That is all I am telking about ave these statenents. 

THs CHALRLAN: The man who made them will 

have to say what was in his mind. 

Va. FRAWLEY: Iam putting it to you looking 
at the statements. that is what they mean. They show 
the expenditures and revenue of the Pipe Line Department, 
that is all? 

I have never looked at these statewents without knowing 
what they were for. 

‘hat’ 

I have never looked at them without knowing what they 
were for, and I have never used them for any other 
purpose than to verify, to take the value of the 
inventory. 

Suppose this Commission would like to use them - among 
all this other information would like to use them for 
what they are worth, to show what the expenditures and 
revenue of the Pipe Line Department were, according 

to these statements, then it is a simple thing to 

find out from them what the revenue and expenditures 

of the Pipe Line Department were? 


Yes, 
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A. Maw. 
Q Tite” NOLAL I cannot leave that like 


that, because this Jersey Statement is drawn on a 
revenue basis, lp. siaw? 

A Theat is right. 

a) And no one has used the revenue basis otherwise than 


in the Jersey Statement? 


A That is correct. 

@ You do not think that is the right basis‘ 

4 No. 

w (ieee 2 RA WLAY : I do not know whether it is 
vital or idle, or not, but the fact is at one stage 
of the negotiations leading up to the presentation 
of Mr. Morrison's evidence, it was propcsed by the 
Royalite Oil Company that he should use the revenue 
basis? 

A i believe so. 
Me. NOLAN: Oh no. 
Mi. FRAwLey: I was present and I :now that 
to be a-fact. 
Me. NOLAN: Perhaps you would like to give 
some evidence. 
MR. PRATLUY: No, but la. Nolan ssasieno” 
Ponte trend: . said "yes... 

G Pree comma solO bk 2 Lirsiry: You have this figure of 
$1,976,991.23 cn Page 87 (d) as apparently representing 
Thee total ‘costs? 

A Yes. 

C, Is there a corresponding figure as representing the 


total revenues from all departments? 


b Yes sir, on the previous page, (°¢), w3,129,951.56 is 


a comparable figure. 
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C T understood that was the figure of $4,047,908.95 
less the deduction of 4919,957.00% 

A Vell tht is. That represents the revenue less 
purchases and inventory adjustments, which is the 
figure which you would offset against your expenses. 
Mewes tne. isure which I think vou wane. 

q Ionave not got it quite clear. Is the $4,047,908.95 


is that the gross income from all sources’? 
A Not quite. I think if you will reduce that 24,047.000.0@ 
Dyer: -917,000:00.' The four ‘million Ye grosemersaics. 
The debits directly offset it. The 917; 000.00" depits 
Gireculvoolise, 1%. The revenue “16-~5, ie 77 oo" eoor 
ali tne wevenue., And that is a fleure waren you 
Wish to apply against your expenses of $1,976.000.00 
Q if you Look a little. higher up in the column you 
fing Olis purchased, Turner Valiey ‘erude: ont 
purchased’: 
A Yes. 
Is thet from their own wells or is that from outsiders* 
From outsiders. 


And all this $917,957.39 is to outsiders? 


3 


oxeept for inventory adjustments which is the same 
Sert. or thing, yes« You see’ we have opening and closing 


inventories in there. It represents the income for 


the year, 33,129,951.56 is the income. 


Gq Of which you have to deduct $1,976.000.00% 


A thet is right. 

TW? CHAIRMAN: Mr. Wolan, for bookkeeping 
purposes, apperently there are a great many so-called 
departments, and I would like to know, over and above 


this, as to whether or not the Company has divided itself 
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into other practical departments. For instance we 
are told by Mr. Coultis time and again that he has 


to do with the Pipe Line Department. 


MR. NOLAN: Yes, that is a recent innov- 
ation. 
THE CHAIRMAN: I cannot think in the sense 


of an operating company that there is a whole department 
set aside for the employees' garage. 

MR NOLAN: No, my Lord. thet is mot 

the suggestion of this witness, my Lord. All that 

the witne ss says is that umer these Utility and Service 
Ohtigsinene is an employees! garage which should be 
placed umer one of four separate sub-heads, under | 
thet larger head. 

THE CHATRMEN: Yes. 

MR. NOLAT: That is not a big department of 
the Company. What we have done this morning is perhaps 
go too far. What you want to know is for practical 
purposes how this Company is divided up? 

THE CHATRIMAN: Yes. taking the Utilities 

and Service Units. Is there a department separate and 
distinct for Gas measuring, and another department 
separate and distinct for Local Sales Stations? There 
may be’ 

MR. NOLAN: No, there 16 not, Sir. cea6 

I understand it» 


THE CHATRMAN: I rather gathered there wefe 
some general departments with departmental heads? 
MR. NOLAN: Yes, there are. You are 


quite right. 
THE CHAIRMAN: I would not think there 
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&. Maw. Tee 
were department heads for all bookkeeping divisions 
we have had today? 
M2. NOLAN: Quite right. What this 
witness has done he has given us the Company as 
departmentalized in the books. 
TH CHATRMATI: I understand that. 
Pte NOLAN: Is not that right? 

4 ~ said before I gave any of that that this was 


the departments from the accounting point of view 


only. And now-:from the practical point of view, What we 
Be | 
Poevantencested in... <. 


a. see 
— at 


TH CHAIRMAN: I am seeking something more. 
lam not criticising that which I: have. If they 

are So divided in the books of the. Company, they 

are. But i would like to know who are the respon- 
Sible heads of the Departments, the departments 

under which this Company ne 

MR. NOLAN: lur. Burns has to come and 

he can give us that specifically. 

TH CHAIRMAN: If we have the heads of the 
departments we will get from them the parts of the 
work of this Company tmt they control, and they will 
perhaps serve to make a selective division that i 

am looking for at the moment, without dcprceoating 

the value of the Divisions given. 

WR. FRAWLSY: Does it matter to you whether 
My. Burns comes in now or that we should continue 
with Mr. Morrison? 


THE CHAIRMAN: Whichever you, aS Commission 
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A. Maw. 
-2250- 
Coungel thinks will best serve all concerned. 
Tink. NOLAN: He is available at any time. 
MR. FRALEY: I think we had better bring 
him here a& two o'clock. 
THs CHAIRIAN: Consider that during the noon 


hour and put on whatever witness you think best. 


(At this stage the Hearing was adjourned until 2 P.M.) 
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Mh. FRAWLEY: I will sall Mr. Burns. ie 
need not be very long with him. 

THOMAS EDWARD BURNS, having 
been first duly swern examined by ioe Frawley said: 

Q Mr. Burns, you held what position ih the noyalite Oil 
Company, Limited? 

4 secretary and Treasurer. 

@ And we were discussing this morning with Mr. Miaw, Mre 
Burns, the matter of the departmentalisation cf your 
company and he told us about a lot of various depart= 
ments that he found in the books, which he eald frankly 
were merely for accounting purposes and it is desirable 
that we should know from you, what are the departments 
ef your company from the cperating standpoint, so will 
you be good enough to describe the different departments 
of your company and tell us who are the respcensible 
heads of those departments so that it will be that much 
easier to understand? 

A Yes. <I think that with regard to the operations we can 
first say that there is the drilling department. 

@ The drilling department? 

Yes, that is supervised by Mr. Fleyd Walker; secondly, 
we have a production department. 

Q Now the business, you might run them over first and then 
give us an idea of what they do? 

Production? 


@ THE CHAIRMAN: 
A Production, supervised by Lr. K. H» Hueston; those are the 
prinoipal revenuc producing companies. 


Q MR. FRAWLEY: Or departments? 


There are others depending on how far you want to depart- 


menbalise- For example, there is the plant superintendent. 
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Q Stopping there, in a general classification you just 
gave us two departments? 

Two departments, yes, the drilling and production. 
The drilling and production? 


Yes. 


ee. 


Den't you regard the pipeline department as a depart- 


ment? 


t 


The pipeline has already been met nioned, that is another, 
yes, Mr. §. G. Coultis. 

That is the third? 

Yes; you have already had that. 

We are starting fresh now? 


You are starting fresh? 


G& F&F HG bk& 


Yes, completely, sc tell us all the departments of the 
company and their heads, so that we have an extra, the 
pipeline department superintended by Mr. S. G. Coultisa? 
Mre S. Ge Coultis, that is right. 


Any others? 


ie © & 


We have the natural gasoline plant. 


Are they alsoe-- 


> © 


And the natural gas purefying plant, supervised by Mr. 
J. He McKay. 

What dw you want to call this department? 

I would say the "plant department". 

And natural gasoline plant and what else? 

A natural gas purefying plant. 

But you put those all under "nlant department"? 


Yes. 
And those are supervisod by Mre J» H. McKay. 


> fb bP DP & DS & Oo 


Mr. Je He McKay 
Well now let me stop you there, iir. MeKay then supervises 


& 


the Nos. leand 2 absorption plant as well as the serubbing 


plant? 
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sb That is correct. 

Q Now any more departments, that makes four? 

We have a mechanical department which embrases the 
earage, the forge muchine shop and the storage “mAtepial 
warehouses and that is supervised by Mr. Walker L. 
Taylor; we have an engineering department Supervised by 
wire Ge Do Phelpg. 

ay Well that department, does that dcpartment operate as a 
service department to the drilling department and the 
production department? 

A Yes. 

Q Well if you desire to make it a separate department along 
with the other two? 

A Well I am not sure just how far you want to go, Mr. Frawley; 
you might say that the mechanical department also serves the 
drilling and production department. 

*} That is true, but we are anxious to have as accurate a 
classification as we Gan. Now have you any others, with 
that explanation with respect to the last two, have you 
any others? 

4 We have, no, I believe those are the principal departments, 
Prenga15 0 06 ed-<“— 

‘Q Py the way,, Dve Link=-- 

A The accounting department for instance. 


Q Dr. Link is attached to which of those departments, by way 


of example? 


Dr. Link is attaghed to the geological department, that is 


another departaert- 


Well you are giving us now the geologicai department, super-~- 


vised by Dr. Link? 
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Q Now have you them all do you think, Mr. Burng? 

A Well unless—-- 

Q What about transportation? 

A The transportation ig Supervised by Mr. Walker L. 
Taylor. | 

Q Mr. Taylor is in there is the mechanical department? 
Yes. 

Q Well that is all of them, is it, bir. Morrison does not 
like to give up the accounting department? 

A The accounting department. 

Q Have you an avcuunting department? 

A Yes. 

( Supervised by yourself? 

A It is under my own supervision. 

Q yow there was another branch of examination, which I 
want: to disucuss with you, would yoa look at that 
Exhibit "37", we hat considerable discussion about that 
Pxmibit "Sv", it ig one of a series. 

Q THE CHATRMAN: Let me understand, transporta~ 
tioa? 

4 The transportation is supervised by the same man nanely, 


Mr. Walker L. Taylor. 


Q What Goes it enbrase. transporting oil by pipeline for 


example? 
A No, it is just the trucks. 


THE CHATRMAN: All zvight. 


Q MR. FRAWLEY: Now we had some discussion, that, 


I may say, Mr- Burns, that statement Exhibit "87" which 
you are looking at has been filed ulong with a number of 
other statements, Exhibit 83, 84, 85, 86, and 87 and they 


constitute what have been describea here as the Jersey 
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Statements for the years 1933 to the end of 1937 
inclusive. ie discusseé that statenent this morning 
with Mir. Maw of the firm of Price-i/Jaterhouse, and he 
told us that that statement was not prepared by his 
company, the Price-Wwaterhouse Company; by whom was it 
prepared? 

It was prepared by the Royalite Oil Company. 

Was 1t prepared under your supervision and direction? 
Yes, generally speaking. 

You would say that as head of the accounting department 
I suppose? 

Yes. 

Now what is the statement, tre Burns, what purpose is it 
intended to serve, why was it prepared and upon whose in- 
structions and generally tell us all you can about the 
statement? 

Yes, this first statement is a classified trial balance. 
You had better number them as you go along? 

This is 87 A. 

STK L? 

Well Exhibit 87 A, A 1 and A2 are all what could be 
described as a classified trial balance. 

Just so that we will be all reading the same thing, t he 
first sheet in the Exhibit 87 is 87-A-l, is that right? 
No, i. 

MRe FRAWLEY: 


I notice ours is incorrectly 


marked then, 874, you were going to say what ? 


THE CHAIRMAN: Mine seems to be 874 1 too. 


MRe FRAWLiY: Mr. hiorrison did number yours, 


Mr. Chairman, like his own, but did not follow the Exhibit. 


Mire Morrison was under the impression it had been marked 


Al, just strike out the "1", sir, after 87, and atart off 


= 


a) . ies 
Khe Cie: 
= ee 
7, 
4 
, 
as 
a A 


Kr 


Ta 
© 


phveh 
Ber 


+ 
ab 

= 

last 


+5 
Fo 


Pte 


” 


o- g 

on 

aes Gee 

- 3 

a a 
my 


‘ 
yas 
2 
pe 
--~ ae 


aos ee 
a ; 
or 
“ 

Qe 
ee = 
aos = 
ee aie 

2 


Mears 


‘ 


ry 
wre ee 


. 
ey 
ron 


he 


ron 
et 


T.E.Burne % (DOD G c 


with 87A. Then the sevond sheet is 874 1, that is 
where the errer orept in. 

MAJOR LIPSLTT: That was put on it when the 
Bxhibit was first put in. 

MR. FRAWLEY: _ His Lordship is looking at the 
Exhibit itself, A, Al and A@. Wr. Humphries dia that, 
and Mr. Morrison at the table numbered it differently. 
THE CHAIRMA M: The last witness was using tho 
other numbers. 

MR. FRAWLEY : He ey have been, that is 


quite correct. 


THE CHAIRMAN: Ali- right, 846A, 868 1 and sone. 
WITNESS: No, 877A. 
THE CHATHRMAN: Oh I see, I am quite clear now. 


Now while we are at it, I have been busily remarking 
Exhibit 83 under your direction as I thought, it should 


have been 87. 


MRe FRAWLEY: 87 » 

THE CHATRMAN ; Should 8& then be 84A, 83Al 
and 834A 2? 

MR. FRAWLEY: Yes, Mr- Chairman, they should 


be corrected and if you like we will take them and correct 
them for you. 
THE CHAIRMAN: Wo, 1 wilioto at heres omcne 
thought I would like to be sure I was doing it properly 
now. All right, 87A, classified trial balance for the year 
1937. 

} UR. FRAWLEY: Very well, now you are commencing 
now to describe the whole of Exhidit "87" and you start off 
by saying 874 is a classified trial balance? 


87A, 87A 1 and 87A 2 was a classified trial balance. 


} The first threc sheets? 
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A The first three sheeta. 
Yes. 
That is correct. Statement (&) is a statement of in- 
ventory, that is of the physical volume of products, 
finished and unfinished, on hand at the 3lst day of 
December 1987 together with items described as "other 
Saleabie merchandise". 87D is a statement of income 
by departments from products and pipeline for the year 
ending lst December, 1937. 87D is a statement of 
direct and indirest expense account applicable ta the 
cost of production and pipeline showing the application 
of expenses split by percentages calculated on the ine 
come ky products. 

Q New you have Cesoribed them. Now is there any necessary 
relationship between the classified trial balances 874A, 
Al and A2 and the remaining three sheets, B. C. and D? 

A Nc necessary relationship, no. 

Q They are all forwarded to the Jerse Company together 
and that is why they are here together perhaps? 

That is why they are together here, yes. 

Q Because we are not very much interested, I may say, at 
the moment in the classified trial balances. Now the 
hext statement 8”B. why was this prepared? 

4 | Woll if you will refer to the first item of the trial 


balance you will see-where the value-.of the oil is shown 


at ccst. 


Yes. 
A And that appears on the first page of the classified trial 


balance, @xhibit A, as $1784.14. 


Q I am afraid that they ave all related all right, Mr. Burna, 


because you See you go right through from one to the other? 


A Yes~ 
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You have $1784.13 as being the inventory of crude oil 

on 874, then, that is your trial balarce, then on 87B 

you find that item of crude oil, being 86940 U. &. 
gallons at .02052139¢ per gallon, which makes $1784.13, 
but’ to get that price per gallon of .0205 and so on you 
go to 87D, and you find there a price of .8619 dollars 
per barrel, which is the .02052139¢ per gallon, as you 
follow me there, that is correct is it? 

£ am not sure of my calculation, Mr. Frawley. There are 
no Galculations here per gallon but the pelonenae 

barrel is right, I mean .8619 dollars per barrel. 

MAJOR LIPSETT: Can you give us the calculation 
for gallons from that? 

Yes. 

That long decimal figure is per gallon,the U. Ss per gal- 
Lon? 

Oh this, yes, that is it, you are correct. 

8e we must read all of those five or six sheets together, 
that i8 what I mean, pretty well have to, have we not? 

To fit the tie-in one with the ae you should, yes. 
Yes. 

That is correct. 

Now what E am really concerned with and let me come to it 
at once, are the sheets 87B and 87D, now my first question 
48, the other statements are on forms, forms which are 
numbered, they are all B-P. forms and do you know of qny 
significance attached to that, what 15 that B.P.? 

Yes, this is a calculation made locally. It is not a 
standard form of calculation or method for valuing the 
inventories. The inventories are negligible in this 
Company, that is the inventories of products. 


THE CHAIRMAN: Mr. Frawley wants to know what 


the letters "B.P." signify? 
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No, I do not know. 

MR. FRAWLEY; . The letters on the form, that 
Glassified trial balance is B.P.5563 and 87D, which we 

now call it, is B.P.5579, have you any comment to make 
on that at all, do you know what that ree at all? 

Wo I do not. 

Anyway those are forms sent to you by the Standard Oil 
Cempany of New Jersey, is that right, tee form? 

That is correct. 

And you use them to make the returne, make up the state- 
ments 87A, Al, A@ and 87B? 

That is correct. 

But whea you come to make up 87C and D you just use ordinary 
blank paper, now what have you to say about that, anything? 
No, there is nothing to Baye This is our owm local mevnods 
Where do you get the captions, where do you get the various 
classifications might I say, used in 874, Al and A2? 

ThoBe names are supplied to us by the comptrollers depart- 
ment of the Standard O11 Company of New Jersey. 

Of New Yersey? 


Yes. 


Aod where do you get the classifications cn Exhibit 87B? 
Those too are furnished to us by the Standard O11 Cempany of 
New Jersey, that is the way they wish the accounts made. 

And 870 “cost of producing orude oils. Income by depart- 
ments from products and pipeline. For use in computing 
cost of producing oils". | 

Yes. 


And the classification, that all comes from the Standard 


Oil Company? 


Not in the case of producing crude oil, income by depart- 


ment, they do not use thate 
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Q Now let me understand, what is not part of your directions 
from the Standard Oil Company? 
A The statement "cost of producing crude oil, income by ee 
partments from product and pipeline, for use in cnmput ing 
cost of producing oils", this is our own wording. 
Q What instructions do you get then when you, what instruc- 
tions have you before you when you get about to prepare 


statement 87C, eech year? 


A We have no instructions. 

Q You have no instruct ions? 

A No » 

Q Well then why do you prepare it at all, do you mean you 


have no instructions to prepare this at all? 


A No instructions. Ag a matter of fact we have instructions 


now not to send it any longer. 


Q Well but you did send them up until the end of December, 
1937? 
A Yes. 


Q I just want to know whether the whole of this statement 87C 
originated entirely in your own mind, not in your own mind, 


but under your direction? 


A Well the names of the accvuunts are those used throughout 
the accounting denartment of the Standard Oil of New 


Jersey and its suosidiaries. 


QB THE CHATRMAN: As furnished to him ty the 
comptroller? 
Q MR. FRAWLEY: Yes, these classifications, but 


the comptroller of that company did not ask you and did 
not give you any instructions in the past to prepare a 
statement cf the kind 87C? 

A No, no, we have instructions not to submit, - we may pre- 


pare and we may value our inventory in the future in any 
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2easonable method that we Like but we are not to senda 
the statemen* down any longer, they do not wart it. 
Q i know, that is what you say, but at the time you were 


sending it did you gend it on instructions at that time? 


You sent it withovt any instructions? 


tf 6 b& 


Without any instructions. 
From anyhody? 

From anybody. 

From no one? 


From no one. 


LS & & & 


So you assume personal responsibility wholly for the 
preparation of that statement and sending it off to the 
Standayd O11 Company? 

A L ads 

Q Now why did you prepare it, Mr. Burns? 

A To inlicate to the Stanvard Oil of New Jersey the methods 
used in valuing the inventories. 

Q “a valuing the inventories? 

Yes. 

Q Because you say it was necessary that you shoula mule Bea satete- 
ment of that kind because otherwise you would never arrive 
at the figure per U-S. gallon that appears at the top of 
page 87D, that is correct is it not? 

A Vell it would not have been necessary because they did not 

want it any longer. | 


You oculd have just given them the results you mean? 


Q 
A Yes. 

Q Those are sors of working papers? 
A Working papers. 

Q Substantiating 87B? 


A Subssentiating, that is correct. 
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Q 


All vight. What you mean ig they would never know how 
you arrived at that figure and the, which they were us- 
ing for their inventory purposes, they would never know 
how you arrived at it? 

That ia correct, that was my reason in sending nie sig 8 
wanted to tell them how I arrived at it. 

To tell them how you arrived at it? 

Yes. 

And now you say they are going to get statement 87B 
which shows per U.S» gallon what the value of the crude 
oil is and they are just going to accept it? 

Yes. 

And they are not going to have anything back of. that 
to show how you arrive at it? 

Correct 

So that it was for the purpose of enabling the company 
to know what the price per U-§S. gallon of this crude 
oil was, of this company's crude oil, that you prepared 
the statement 870 and 87D? | 

Would you repeat that "for the purpose"? 

I say it was for the purpose of enabling the paront 
company to know how you arrived at the valuation of the 
erude oil inventory that you worked out and prepared and 
pent forward statements 870 and 87D? 


That is correct? 


Tell us something more about this statement, why you 
divide up the exponseg into those four and the revenue 
into those five classifications of crude oil, crude 


naphthas, absorption gasoline, gas and pipeline? 
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Can you tell us something more about these statements 
then, why you divide up the expenses into these four; 
and the revenue into these five classifications, Crude 
Oil, Crude Naphtha, Absorption Gasoline, Gas and Piye 
Lines? 

I divide them for the reason that that is where the 
income, that is where the income had been derived 
from. 

That is where the income had been derived from? 

Yes, from operations, 

Do you need the income from all of these departments 
to allow you to arrive at the value per barrel of 
Crude Oil which the Company produced? 

No. That is a method of evaluating inventory. We 

have accepted it here. It is not necessarily an 
accurate method. As a matter of fact no one can 

ever know what it actually costs us to produce the 
erude oil, because there is no equation that I can 
think of between wet products, natural gas and pip 
line income. I cannot think of any. 

What you mean is this, the method being just a method 
which you selected? 

Et is a method...-. 

This is on a revenue basis? 

Yes. It is purely a method which I selected myself. 
And it is the method that is usea as Of this date 

in any event, the method used to show the standing 

of the Scheer in its published. statements to its 
Shareholders’ 

That is correct. The inventories of the values are 


in the published statements to the shareholders, on 
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that basis. 
Q And insofar as it throws eny information and any light 


on the Pipe Line Division, it shows the revenues 
derived in the Pipe Line Division? 

A Statement "C" shows that. 

Gq And it shows the expenditures incurred by the Pipe Line 
Division? 

4 That statement "D" shows the direct operating 
expenses, and purports to split the indirect. 

Q It shows the direct operating expenses as (111,140.58, 
and purports to split the indirect expenses? 

A The indirect operating expense. 

Q The indirect operating expense, yes. Between Crude Oil, 
Crude Naphtha, Absorption vasoline, Gas and Pipe Lines. 

A That is correct. 

Q And you did, however, by .this method satisfy yourself 
@s to what the Pipe Line Department earned and what 
it cost? 

4 Yes. Of course there are many features of expenses and 
income which are not ineluded here. That is these 
are not considered applicable to operation. Income 
from investments, you might say, is not ineluded in 
any of these statements. Capitel losses and capital 
gains have been excluded, and the calculations from 
the figure of depletion which is put in here as 
3478,645.27 is the allowance by the vominion Income 
Tax without any relation to how much may have been the 
physical depletion of the property. 

Q MR. COM‘ISSIONER LIPSETT: Where is that figure? 

A [tis on Statement "Db", Sirs The. depletion as 


478,645.27. 
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Mie PRL AY: ir, Burns, would you agree 
with this proposition, this method that you used 
was regarded by you as good enough to indicate the 
inventory value of the Cone ate product, you did use 
it for that purpose and sent it 1orward for thet 
purpose? 

We did use it for that purpose. 

Then you are still using it for that purpose? 

When I say we are still usinz it, the laSt year it was 
used. 

The only differenee between what you are going to do 
from now on to what you have done in the pass, is you 
are going to keep at home these last two sheets, 87 (c) 
and (d)* | 

So long as the inventories remain as negligible as they 
are today, I intend to use thismethod to evaluate. 
And you will continue to show in the future the Crude 
Oil at a price per U.S. gallon, arrived at by using 

a method similar to that which you us6éd in sxhibit “37” 
(co) and "d"? 

Yes, so long as the inventory remains as negligible. 

tf they should become greater, then I might consider 
other, and perhaps seek independent accounting advice 
to determine other methods of evaluating these inven- 
tories. 

But at least now it is, as I say, using the expression 
again, it was good enough to send to the Jersey Company 


to show the ccst per unit of their crude and other 
Stocks? 


That is correct. 


I suggest to you if it was good enough for that, then it 
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is of some value with respect to the other purposes 
fer which you used it in these sheets, namely to show 
the Pipe Line revenues and expenses. Do you regard 
that as a reasonable inference? 
A Fox the practical accounting purposes of the Company, 
yes. 
Q HUY vight, thanks. 
THE OHé Tien: Do I understand, mr. Burns, 
you arrive at these figures on a revenue basis? 
A Yes. 
Q And that you say may or may not be an expression of 
the true costs say to the Pipe Line? 
v2) It may not be more than it might be. The true cost is, 
ina Gampany which functions as the Royalite functions, 
with so many different sources of revenue, it is 
difficult to make application of the indirect coosts. 


it is very difficult. 


() You have never done it* 

Ls BAe iataar a. « 

qi Other than by estimation? 

& Other than by estimation, yes sir. 

Q Whieh, as I understand you, when you get right down to 
it, is bound to be an inaccurate method. It might 
happen to be accurate on occasions, the result 
may happen to be accurate, but the method seannot be 
said to be strictly accurate as a means of arriving 
at the true cost. 

A That is correct. 

Q And so as I undezstend you, you, as the Chief Accountant 


of the Royalite Company, have never had occasion to 


ascertein vihat is the true cost of operating your Pipe 
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Line? 
That is correct, Sir. 
And at this minute you do not know‘ 


Noe 


2 > DP & 


And not knowing the true cost you cannot either know 
what is the true profit in respeot of operating your 
Pipe Line, is that right? 

That is correct, Sir. 


Zs that true of all the other Departments of your 


PB 


Company? 
That is true of all the other Departments. 
Your indirect costs you place to profit and loss? 


The indirect costs are placed to profit and loss, yes. 


2 te. ey = 


They are not charged to any particular department in 
the first instance? If you went to arrive at what 
indirect costs should be allocated to, say the Pipe 
Line, it must be done arbitrarily’ 

A It must be done arbitrarily. 

& Taken out of Profit and Loss and charged against that 
particular department? 


That is correct. 


So that to sum up, you, as Chief Accountant of Royalite, 
have no idea what the operation of any particular 
department in the Royalite is costing? 

A No. That is true. If I were asked to prepare a 
statement with regard to any particular department, 
I would then have in mind the factors entering into 
the statement which I was preparing. 


Q But you would still have to make arbitrary allocations 


wouldn't you? 


Bb I would still have to make arbitrary allocations, yes. 
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Yes. In short - I am not eriticising it, I am trying 
Nery ramd ‘out what the fact is? 

Yes, f£ understand. 

Your bookkeeping methods do not permit of the alloca- 
tion of the cost or the ascertaining of the profit in 
respect of any particular department of the Royalite, 
of which there are many? 

That is correct. We do. however, make an arbitrary 
Split of these costs, 

Yes, which you put in in ery column you like. Your 
indirect costs are first put to Profit and Loss? 

Yes. 

You can take that out and put it into another or 

any column you Like to? 

Teed, tact is true. 

kebiagvarily? 

Arbitrarily. 

But in point of fact you have never had occasion to 
Go this, as I understand. you? 

That /is-absolutely. true, Sir. Can, logive yoursen 
example of how difficult it is. Here is a well 
which is the fountain source of all our incomes; 
produces perhaps oil, wet products and at the same 
time produces natural gas. These products are 
ultimately sold and there is a certain amount of 
both direct and indirect expense in connection 

with the handling and the sale of those products. 

The transportation of then by pipe line. But it is 
difficult end no one can, I do not think, say with 
any accuracy how much of these indirect costs are 


applicable to this gas which came from this well, 
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oo & Sp. 


or that well, or this oil which came from that well, 
having regard to the fact they all come from the 
same source. 

And then, of course, there are further diffieulties 
by virtue of the fact that other companies share in 
these indirect costs? 

Yes, other companies, true. 

That is other allied companies? 

Other allied companies. 

nerwere told, I  think,, for example, that the North 
West Company vays all of John H. Mcheod's salary, 
that is your General Manager, that is correct, I 
suppose? 

Woy that is not trues ie are charged. He ts actually 
Detierron Sarnia, Ontario, by Imperial Orl Limited, 
and we are c.argod with a debit note representing 
Salaries of certain persons in our organization. f 
do not know what the individual salaries of those 
persons are except my own. They are all paid by 
the Imperial. Mr. MeLeod is paid, and I am paid, 
by the Imperial Oil Limited, Sarnia, This debit 
note comes into us monthly showing that sundry 
Salaries have been paid to your acesunt and we 
do make a split .» of them to the Hoyalite. 

MR. PRAY: Vrom whom does that debit 
note come? 

It ermes from Imperial Oil Limited at vsarnia. 

To whom does iu come? 


It comes addressed to Mr. John iekeod, in person, 


confidentially. 


But to wheat Company, does it not come to scme Comme ny> 
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Who credits Imperial, Sarnia’ LI am told that’ is the 
way to ask the question? 

It is addressed, I believe, to the North West sedoenn 
That is what we get back to then. Mir. liaw told us 
the North West Company paid Mr. John H. iueLeod's 
salary in the first instance, and they charged the 
Royalite a portion? 

The North ‘est Company dces make a sharge to the 
Royalite. 

Then ir. Maw's evidence was quite correct? 

THE CHAIRMAN: As I understand it, the 
Imperial issues its cheque direct to i'r. Burns or 

Mr. MeLeod, as the case may be, and charges North 
West? 

Charges the North jest Company. 

bieie FRAWLSY: Then the North vest Company 
makes a dis tribution. The North Vest charges 
Royalite something, Dalhousie some*cing, and the South 
west Pete something, and so on? 

That is correct, yes. 
THE CHAIRMAN: And what is charged to the 
Royalite, when the entry in respect of that charge 

is othe made in the books of Royalite, it is fn 


Frofit and: Loss? 

it, te It} is) mde first of all to an account oeeiied 
Administrative and General sxpense. Lt tse nok 
<n for any department. It is closed directly 
to Profit and Loss at the close of the accounting. 
IR. PRAMWLAY; You say you receive a debit 
note from the North ‘:est Company, and perhaps if 1 


call it a direction t> split in accordance with 
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certain methods, keeping to Mr. John A. McLeod's 
Salary, keeping to that for the moment? 

(Gatch Geli Jexrnaib ses 

THE CHA TRAN: They make the split. They 
do not tell the Royalite to split it? 

MR. FRAWLEY: That is the point I am coming 
EGa ue Reoyelite has nothing atielli. to.de —sauet 
follow me as far as you want to know further - has 
the Royalite anything to do with deciding how much 
of Mr. John A. McLeod's salary the Royalite is going 
to pay? 

Yes. 

Now how? 

"hen you say Royalite you must mean myself, Secause 
Pomeacs Oo Tne ROvaLite. . Par tior, it. 

Your salary you mean, but I am just taking the 
BRSUANCS: OF 1.4.2.0» 

mnorwmy work... d,.d0 this. Lf ma ke the split. 

As I understand, the Imperial Oil Company pays Mr. 
McLeod's salary from Sarnia? 

Yes. 

Then the next item is that the North vest Company is 
charged the whole of that salary by the Impertal 
Pim ted, is that- correct: 

That is correct. 

Then the North tiest Company does something. Precisely 
what does i+ @o with respect to lir. Molod's salary? 
It charges it to Royalite. i 

Yes. Now the North West Company,as a separate legal 
entity, decides how much of Mr. McLeod's salary 
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is going to be charged up to the Royalite Company’ 
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Vell the Royalite as a separate legal entity can also 
say how much they will accept. 

Quite, and I want to know how is tket arrived at. 

How is that percentage arrived at? Does the North 
West Company do it on its own account? 

{ make the split. 

Then you must make it es an officer of the North West 
Gompany. . You have just told us the North west 
Company did it, and you are also the North west 
Company? 

I am the Chief Accountant of the North vest Company. 
That is, dir..Burns,.as Chief.Accountant of (the North 
West Company makes tls split? 

Tats: Correct. 

And the Royelite Company will do what Mr. Burns sayz? 
from whom do you obtain instructions or directions 
as to how to make that split tne North Vest 
Company. in the making of tht split? 

Lemake: the split myself. I reeelve 7 nomdireetaonse tor 
instructions from anyone. 

Still it is the North “fest Company making that split. 
True, and it is the Royalite accepting it. 


The Royalite accepts it, yes. 


THe CHALRMAT: He makes the split as @ccoun- 
tant for the Nozth ‘fest and anoproves of it as accountant 
for the Royalivte. 

Mee 2RAWLEY: You get together with yourself 
and you make the “plit and accept the split, and that 

lee newi its is. done? 


Mu. NOLAN: No, as accountant for the North 


4vt. 


Yest Company he does something, and as accountant for 
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the Royalite he does something else. He does not get 
togetler with himself. 

Me. PRAVLEY: Do not be too sensitive about 
these clients of yours. 

Lik. NOLAN: someone has to protect them 
with you here, 

MR. FRAWLEY: Thanks: very much. I do mot 
take that with too good grace. Iam not here after 
your Companies at all. If you think so, perhaps you 
had better say so, to the Commission. I have heard 

ae rowvor it Ietely.- lam trying. to dowmy Jovewotn 
this Commission, and I do not relish hearing that 2 
am trying to make it difficult for the Imperual O12 
Gompany or any of its organizations. I wish to put 
mysell oncrecord for that's 

Now as accountant for the North ‘Yest Company, you 
Split Mr. woLeod's salary, and you allocate it among 
the other aSsociate companies; I just want to know 
whether that is done after there has been a conference 
between the proper officers or directors of the orth 
west Company and the proper officers or directors of 
Royalite. It is not done just in e haphazard fashion, 
I suppose? 

No, it is left to the accounting department. 

iG 2enlettatdo you to do 1t.as (eecountant tor the 

Nerth Jest,.and-it.is lLeft,for you to,,do-it,. Go 
approve it as accountant for the Royalite. That is 
Erie is, it? 

That is true. 

THE CHAERMAN: You might go on and find 


out if he is accountant of all these other companies, 
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MR. FRA ILSY: 
for the 
That is correct. 
And the 
Theat iS correct. 
THE CHAIRMAN: 
ike FRAwWLey: 
Yes. 

And others, 
No, 
is not operating. 
THE CHAIRMAN: 
thése indirect costs 
Wo. 

These four companies 
These four companies 
SHould say, Sir, the 


PRA} LAby : 


hes 


You are the Chief Accountant 


Dalhousie Company* 


~ ry >. Yo re 
South *est tetroleum? 


And Foothills? 


And Foothills? 


The Mayland Company‘ 


that is another Company of the Mid-‘vest, but it 


Is it charged with any of 


still’? 

are? 

are. Well the five companies, I 
Royalite; Worth west, Dalhousie, 


South est and Foothills. 


Yes. Now are you able to tell 


us what division is made of Mir. icLeod's salary 


between these companies? 


Van 
a tle 


NOLS N: 
Le RAUL EY: 

Woy “I am not able to 
Ps rh 
I can 
ceca “the 
No, it is changed as 


are heavier in one 


company or the other, 


Percentage or amount? 
Percentage that is? 


tell you. 


the same from month to month? 
inform myself on that. 


same from month to month? 


conditions change. As operations 


it will change 
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from time to time. 

You distribuvce it differently from month to month? 
Not from month to month. 

Not from month to month?t.—It—is-+the-semefrom—menth- 
to month, but it might vary from year to year? 

That is right. 

Or peryoa 10 period? You might: let 16 2unvealong 

on a certain distribution for six months, and then 
change it? 

That is correct. 

VR. COMMISSIONER LIPSHTT: What is that change based 
on, revenue or profits or wmt? 

It is an arbitrary split, Sir. ‘Je sometimes use the 
labour ratio basis. (Gsnerally that is the one we 

try to follow, but I wculd not say that that is always 
the guiding factor in doing it. We have no exact 
method. 

What is operating in your ind when you make one of 


these changes. ‘shat is the reason for it? 


(Go to Page 2276). 
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at DS eb 


Well I cannot recall it just now. I can go back to the 
record and see Wnat happened at the time the last change 
was made. 

MAJOR LIPSETT: You would not come down some 
morning just out of the blue and say you would charge’ 
double? 

No » 

The proportion of Mr. MoLeod's salary to the pipeline, 
there would be some reason for it, would there not? 

Oh there would be some reason. 

And you cannot give us any idea at the moment what thet is? 
No, Ll am afraid I cannot, sir. ‘It was just a hsbit to 
Ghange it from time to time but I cannot Meoatii see when 
the last change was maae. I have been trying to think of 
that while I was standing here and wat the circumstances 
of it were but I cannot recall it. 

THE CHATIVAN: Will you just enlarge on that 
labour ratio basis? 

The labour ratio basis? 

Yeso 

The number of men employed in the department or company. 
You used that basis in connection with these charges to 
the different companies? 

Je did some years ago, I recall that very definitely, be- 
Gauss at that time the Northwest Company had quite an 
active drilling campaign, they were drilling several wells. 


An& you don't recall whether you used that basis recently 


or not? 


Noel ee hor. SLT « 


These other companies which have been mentioned, the Foot- 


hills, the Northwest Pete, the Northwest Compary Limited, 


are they producing companies or what? 
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4 fhe Dalhousie Company Limited is a Vole company 
and operating in the Turner Valley; the Southwest Pet- 
roleum is alsc a producing company operating in the 
Turner Valley; the Foothills O41 ana Gas Company is in 
the same category and Royalite in the same category, 
with the exception of its pipeline which it operates 
outside of the Turner Valley; the Northwest Company 
owns lease-hold properties throughout the Province of 
Alberta and other Western Provinces and in the North 
West Torritories. It operates a small refinery about 
50 miles below Fort Norman on the McKenzie River and 
it has two producing wells at that point. I believe 
that covers it. 

Q Just to refer to these pages for a moment, this 87 (C) 
take that figure of 15.538% total cost allocated there 
to pipeline. you need not go over the ground again, as 
T understand you that cannot be considered to be cor- 
rect for the purposes of determining & pipeline rate 
Lhevour Opa Lon < 

A In my opinion it cannot be considered to be correct for 
the purposes of determining a pipeline rate. 

Q Yes, and for the sake of clarity rather than emphasis, 

tT want to be clear that you are unable to tell this Com- 

mission what the coste of your own company in respect of 
the pipeline; are. or what the profits are, with a view 
tC Disine eB rave. 

I am unable to actually say what the costs of operating, 

of transporting oil by pipeline are. 

Nor what profits your company made? 

Nor what profits. 


In respect of that? 


> 5 & © 


Nor what profits the company made in respect of that. 
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Q 
A 


Or what lesses they may have suffered? 

Or what losses they may have suffered. 

4nd is it because during all these years sorentsee: never 
had occasion to ascertain what those figures are or is 

it that it is impcssible to ascertain? 

I believe it to-be impossible to ascertain it, sir, to 

accurately ascertain them. 

So that for the purposes of doing that whieh we are re- 
quired to do, namely recommend a fair and vroper vate, 


we are unable to get any assistance from the company that 


i8 operating the line, which we will know to be accurate, 


it would only be an estimation? 


That is true, siv: That would also be true about, with 


any other acéountants that may submit any. 


guite true. 

In my opinion it would only be an estimation. 

Now as an accountant can you tell me, supposing tho pipe-~ 
line, so-called, department as it has been called by some 
witnosses, Mr. Coultis for example, suppesing all that 
Might bo said to te embreacad by the pipeline department in 
your company, were a separate legal entity, would any of 
these difficulties arise in accounting? 

No, the company woulda then receive invoices, charges, 
which would, might be accepted as conclusive and final, 
that those were the charges which the other subsidiary 
company was rendering to it. 

The confusion then arises, if there may pe gaid to be con- 
fusions, and I do not say that disrespectfully to your 
company, but the confusion arises through the many de~ 
partments that are operat ing under one company and the 


close relationship between that company and many other 


companies? 
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And other companies, that is the truth of it, sir. yes. 

Q MAvOR LIPSETT: Just on one point which os- 
curm to me, if this were a separate entity, would there 
be any trecessity for, for instance, Mr. McLeod's salary 
going dewn to Toronte and then coming through the North 
west Company? 

A Well it would depvnd if br. MeLeod was an officer of 
that separate company, if he was astively engaged it 
would not be necessary. 

Q Zam putting it to you from this point of view, is it 
just appliable whem we are considering the rate to take 
into consideration the number of offices that Mr. 
McLeod's salary has to go through, in other words the 
duplication or gla eeere of the existing offices? 

4 No, I do not know that a duplication or triplication of 
expenses, there is no attempt made to capitalize on any 
of these salaries, they are split in proportion, they 
are not enhanced, if that is what you mean, sir. 

Q These various offices and staff in Toronto and this North- 
west Company, have to be paid? 

& That is correct. 

Q Are they necessary then to enable the paying of Mr. McLeod 
his salary in your opinion, or rather the pipeline, as a 
Beparate entity? 

A I cannot see that that would make any difference ao long 
as Mr. McLeod was actiuely connected with it any more than 
if he was connested wth the Dalhousie Oil Company. He is 
an executive officer of that and that is a separate legal 
entity. 

Q Has Dalhousie and its accounts paid any pert of %Nhe expenses 


of the Toronto office? 


ea 
= 
ra - 
ae 
* wis 
Pas) 
a ; 
ee B 
a 
pe Gs 


nae . 
i 7 a 
ere 3 
Sone g 5 


= = 
Me 
® 


Sh Pe 
ta 
ma 
w 

4 oe 
a 

, 
eer aca 


es 


(oe! 


' 
~ ae 
ae 
2 ’ a 
be 
gs = 
okt Fr 


ese 3 — 
‘ 5 sey) 
ae 


eg 
#79 
a. 

eee 


hee 
a3 


ans 


ae 


re 


Z ~-H.Burns 


Crete ~2280- 

A No, nor the Royslite. 

Q THS CHAIRMAN: Have you any Toronto offiae? 

A No. 

Q It is the Imperial? | 

A Yes. The Toronto offices oharges are charged to the North- 


- © & Dp Pb 


west Company. There may be some travelling expenses or 
consulting costs but generally=-- 

Well now are part of the Northwest expenses charged to the 
pipeline, to the Royalite? 

Part of the Northwest Company's? 

Yess 

Noo. 

No part of that? 

No part of it except that those expenses considered to be | 
purely Northwest, now these, I have already explained that 
we duly receive a debit note from Sarnia charging 4 
stated anount for administrative salaries and that is 
charged to the Northwest Company; the Northwest Company 
splits it among, tukes a portion of it itself and splits 
it among the other subsidiaries of the Imperial oil Limited 
operating here. 

Including the pipeline of the Royalite? 

Including the Royalite Oil Company, yes. - 

80 that Royalite is pay ite part of the expenses of the Im- 
perial administration at Sarnia? 

NO, NO. 

Through the Northwest? 


Wo, it is not. All of the administrative Salaries which are 


charged by Sarasie are persons actively engaged in this work, 


in this department. 
Well then is Sarnia doing all this office work and adminis- 


trative expenses voluntarily for the subsidiaries? 


cee ~2281~ 


d\ 


No, they make a cheque, draw a Gheque o» five cheques 

and send them-=+- 

I #uppose the man in Sarnia who draws these five cheques 
is paid a salary? 

Yese 

Is part of that salary for an expense of tmt sert charged 
by Sarnia to the Northwest Company? 

No it 18 not. 

Well then the position, if you send Sarnia a cheque for 
Mr. McLeod's salary, then you get that cheque back? 

MO, they charge tne ascount of the Northwest Company on 
their own books and-~~ 

With just that amount of salary?? 

With the exact amount of the salaries of the perreons who. 
are actively engaged in the producing department. Not any 
¢ther salaries. 

Is the routine this then, that you first send the meney 
from Calgary, from the Royalite to Sarnia and they send it 
then back tc Northwest and them the Northwest splits it up, 
you then have three operations, have you? 

No, we do not first of all send the money there. They sené 
it to us. They Sond the cheque and charge it to the ace 
Count, charge the amount of these salaries to the acccunt of 
the Northwest Company Limited, on their beoks, the Imperial 
O11 Books in Sarnia. 

Then is the position that the Imperial first remits that 
money here to Calgary and then you send it back to the 
Imperial? 

No. 


Your amount of it? 
Yo, it is not #ent back, it is auecounted for and taken up as 


@ payable, on the books of the Northwest Company here. 
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And that 18 done all without any charge to the North- 
west or Royalite? | 
None whatever. 
I just want’ to come to another matter with you, Mr. 


Burns, on this 87 (D), Mr. Maw was good enough to re~ 


“duce this on the last line sf 411, he gave the figure 


in cents por gallon represented by the figures of erude 
naphtha? 

That would be on the statement, 

87 (D) the last page? 

fhe figure of cents per gallon pn "B", 

Now in his crude oll you have the figure there of .8619 
per barrel. 

MR» FRAWLEY: Et ie on "D's Mes Burne? 

Oh yes, »8619 per barrel, that is right, 

Is that the same figure .s8 whe »0205 per United &tates 
gallon on 87 (=) the top line line of 87 (B)? 

r will have to work that out, thia would be the United 
States gallen. I was going to multiply it by 42 but I 
may ve wrong, that would ba on the United States galhen, yes 
nba ramen 9g 

Now that is a little over 2¢ then, the United States gal- 
lon that the crude oil has cost, according to those figures. 
According %o those figures, that is correct. 

Now can you give me the figure for an Imperial gallen, 
would that be too much trouble? 

I make it -0246. 

That i8 just a little lesa than 23¢ per gallen? 

That i8 correct. 

Imperial gullons for the crude? 


That i8 correct. 
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Now, Mr. Burns, will you go back to "87(c)" that is the 
previous page? 

Yes. 

xe have this percentage of 15.538? 

Yes. 

If you chanve that percentage and put the larger figure, 

the larger percentage of these indirect costs on to the 
pipeline, we have to correspondingly reduce the charges 
against the crude oil, crude naphtha and absorption gasoline? 
That is correct. 

So that if someone took the larger, or a different analysis 
were made for the pipeline, the indirect expenses, these 
Pieures Of Be¢ per gallon of crude oil and 

Z¢ per gallon for crude naphtha and 5.1¢ per gallen for 
absorption gasoline, they would have to be, or some of them, 
would have to be reduced? 

That ws right. 

That follows? 

Or if the income of Caste devartment had been greater 
than that in that year than it actually was then those 
figures would also correspondingly have been reduced. 

I do not know that I quite follow that. 

THE CHAIRMAN: Because you say those figures were 

set out on that basis? 

That is the basis. 

The percentages will still remain the same, would they not, 
Mr. Burns? 

iiR. NOLAN: No. 

WITNESS: No, not if there was a different figure 
because the oercentage of production would have been greater 


had the vineline revenues been greater, the whole pvicture.... 
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Would they not come up together pretty well? 

Not necessarily, no. 

You might get, of course, through-put for the pipeline from 
other wells, but so far as your own organizaéion is con- 
cerned if the out-put of your well went up the thr ough-put 
of your pipeline would proportionately go up? 

A That is correct. 

Now, can you give us some, these statements, these crude iten 

on Exhibit "87", oy could you make them up for us, what -your 
average selling price per gallon was for those three items, 
crude oil, crude naphtha and absorption gasoline? 

A No, they couldn't be made up from any figures which I have 
here, "sO far as I Know, no, there is nothing: there that 
would indicate what the average selling price was unless, 
perhaps, just a moment, What was your question? 

Q Would it be nossible to give us the average selling price 
as translated in these figures? 

Yes, I can give you that. 
I would be glad to get that just for the purposes of com- 
parison? 

A Very good, sir. 

You realize we have the cost here now, approximately, and 
if we got the selling figures, if you could make that out 
for us it would be useful and if you did, ir.Burns, I would 
be glad. 

A I will do that, that would be just. for. they car es/= 
It would work out with this statement, if you can give it 
for the nine months of 1938, no, I think we have not got 
the Jersey statement for the year 1958” 

MR. FRAWLEY: No. 
WITNDSS: I will be glad to do that. 
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Q MR. FRAWLEY: lir. Burns, there are a couple of other 
matters I want to ask you about. On page 22 of Mr. Morrison's 
report, he has a statement of administrative and general 
expenses for the years 1934 to 1937 and for nine months in 
1958, and he shows an item here of "Toronto Offive Charge", 
which for that nine months! period was $3,837.43, and the | 
only other time it avrears in those years is in 1937 when 
there was only $9.15, now Mr. Maw did not knww anything about 
that so I thought I should ask you to explain that? 

A ‘hel fipst nine. months of 1938? 
nes? 

Well, there was..... 
MR. NOLAN: This is ir. Morrison's report and 
here is the statement? ‘ 

A With regard to the 99,15 which occurred in 1937, I have no 
knowledge of what that is At this time; with regard to the 
83,837.48 shown for the first nine months to September, 

1938, I believe that the major portion of that at least is 
a fee paid to an expert that came here to make an appraisal 
of the pipeline property and to report; he was here in May 


of the year 1938 but...... 


Q Mr. Hill? 

A Yes. 

o) Mr. Edgar Hill? 

A Yes. 

e} Mr. Burns, before you proceed, let me call your attention 


to page 20, just to see if you find it some place elee, and 
it might help you, page 2c? 
A rou", 


tPprofessional fees and ibxpenses, 82 ,964.76"% I do not knew 
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A 


whether that will help you at all, what I am now ae uae 
" your attention to is the item of $2964, 76, and ttre ie 


addition to the $3,837.48 on page 23° 

Yes. I see on page 20 there is $2,964.76, well, I will 
inform myself on those charges, | 

All right, thank you very much. Now, one other thing, you 
told us that you had divided, as the accountant for the . 
North West Company, you had up until now at least divided 
these five salary cheques which you spoke of on the labour 
ratio basis, would you be good enough to give me a definition 
of that labour ratio basis? 


No, L have already said to Mp. Justice MacGillivray that, 


or’ to the Commission, I should Say,-that it is, that 1 


cannot recalk on what labour ratio basis that was, 

On what labour ratio basis that was? 

No, 1 cannot. 

Now, you were telling the Chairman a moment ago, by virtue 
of the way in which the books of this company are kept, that 
it is quite impossible for you to know at any time whether 
the company, the pipeline department, was making a profit 
or suffering aiess*, thats s true 4's ty 

T think I said it was impossible to accurately say what the 


operating expenses were or what the profits were. i ididanot 


‘gay it was impossible to say whether it was making a profit 


or sustaining a loss. 

i see, ee the oompany did make a reduction in its 
pipeline rate within the last few years from 25¢ to 2254 
and from 2ok¢ to 17¢ and from 17¢ to 15¢? Bet ae 
That is correct. 

aR what guided the company in coming to the conelusion 
that that rate could.-be reduced? 


Tt do not know, 


You do not know? 
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Q There was a reduction in the pipeline loss, a reducti on 
from 3% to 2%, and to 1%, can you say what guided the 
company in making those redu-tions? 

A No. I suppose that in each case it was the greater volume 
of business et that time being handle@. 

Q Well, in other words, that the canpany felt that its profit 
and loss statement, if you might call it that, if they had 
had it before them, which you say they did not, of the 
pipeline department, would have justified a decrease in 
the rate from 25 to 22% and similarly later on from 17, 
from 22% to 17 and later to 15? 

A I 4id not say they did not have the profit and loss stateuent 
before them. 

Q, Welk, I gathered from you tiat there was no segregating of 
costs, which would enable you to know preoisely what the 


costs of that department were? 


A There was none maie, that is correct. 

Q Well, did you make one? 

A They had ea profit and toss statement, yes, here it is, it 

will give you an idea but it is not necessarily accurate. 

Q What are you referring to when you said "here"? 

A This « 

Q You are referring to Exhibit "87"? 

A "87(o)", and we have made other statements. 

Q Tien the Jersey statements had this further purpose that 
they were a guide to your company here in Calgary to enable 
it to come to a conelusion with respect to the sufficiency 
or otherwise of the pipeline rate? 

A IT eannot say as to that, but the fact is that the statement 


was prepared, I do not oelieve anyone, that I know of, anyone 
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who had anything to do. with Mxine the rate read it. 

But you point to that, Mr. Burns, I gather you point to that 
when I suggest to you that there was not here any evidence 
this afternoon, no accurate segregation of-the pipeline 
costs, and you now say "Vell, they had, the officers of the 
company had statements, the Jersey statements, and they coulc 
tell from that what the caupany was doing”, now, that seems 
to bea fair answer as to that, and that’ is your answer, 

is it? | j 
This statement was prepared, whether they used it or read it 
I cannot say. 

I see. Your company could have done what Mr. Morrison dii 
on page 7 of his report, 1 do not know whether you ha‘ had 
any soopertunity Go Look at that, ir. Burns, that is just a 
setting down of certain figures from the Jersey statements? 

I have not seen it previously. 

It Will only take you a minute to look at it, do you regard 
that as a proper interpretation by Mr. worrisom from the 
pipeline figures as eee appear in the Jersey statements? 

Oh, I cannot say. There are several years, there are five 
years® figures here, 1 cannot say whether they. are Ggorrect. 

I see. Then, assume with me they are correct, that would 
enable your company, the officers of your company, to know 
whether or not they were, whether their rate as it existed 
from period to perioi, was sufficient to make them a 
reasonable profit or whethsr the continuation of the existing 
rate woul? have resulted in a too high profit, that is fair 
enough, is it not? 

I don't think so. 2 do not know whether they would consider 


this statement or not, it is prepared, 1 can see that, but 


IT have no idea of the basis of 1 
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assuming with me that is just the Jersey statement, that 
is just the Jersey—statement, I -did-not-understand that 

it was anything else, is it? 

MR. MORRISON: No. 

MR. FRAWLEY: Nothing at all, but taking the figures. 
There may be other figures outside of costs entering into 
the fixing of the pipeline rates. 

Outside of costs, well, revenues, of course? 

Yes. 
The rate of return and so on? 

Yes. 

But I just want to know if you are able to say at all what 
the company had before it which enabled it to know with 

any degree of accuracy what the experience of the canner 
was at the time that they reduced the rate; presumably they - 
reduced the rate because they thought the existing rate was 
too high, or I will put it another way, to be as fair as 

I can, that the reduction in the rate was justified on the 
company’s experience? 

I believe that is so. 

Yes, well you say they had nothing but the Jersey statement, 
but they had these statements to go to? 
No, I didn't say they had nothing but the Jersey statement, 


I said this was one statement which was prepared; there 


are also the company's books. 
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Q Which you say do not in the way they are prepared, 
reflect. the true cost as you answered the Ghairman 
earlier in the afternoon. So I just wondered wha% 
they had before them when they reduced the price, 
what urged them tc reduce the rate? 

I do not know. 

Q That is all. 

THE CHAT ERMAN: Mr. Burns, you said thas 
in May of 1938 you had an appraisal of the Pipe 
Lines made by ifr.Hill? 

A That is correct. 

Q “ho is he? 

A Vice-President of Ford, Bacon & Davis, Incorporated, 
a firm of Gonsulting engineers in New York, and i 
believe in the City of Philadelphia. He is President 
of the National Refining Company of Cleveland, and 
he may have other positions. 

Q You considered him a competent person to make an 

appraisal of the Pipe Line? I say you, of course, 

I refer to the Company of which you are director, 

anda the one with which we are immediately concerned, 

the Royalite? 

We do. 

You got such an appraisal from him? 

We did, yes. 

Vas it comnitted to writing? 

It was committed to writing. 


You have it? 
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No, I have not. I do not know that there is a copy 


here at the present time. However, he has prepared 


a later statement. 
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MR é NOLAN: My Lord, may I explain. 

Mr. Hill is in your Lo#dship's Court, before the 
Commission now, He has come here for the purpose of 
giving evidence in this case, and there is a report 
which will be handed to the Commission and which 
Coimagus Ini, bo the best-of his: abdliayiuhas 
valuations of the Pipe Line system, and such comments 
as he cares to make. The main report was. prepared for 
What we thought was going to be a Pipe Line hearing 
before the utz1iity Board; but the matter was removed 
for the moment from their jurisdiction and brought 
Heae Ve thought it only right and proper we should 
bring someone to assist the Commission, and who better 
than the gentbleman who had been here before. The 
report went back to be brought up to date, because 
there were many changes took place in the pipe line 
and its gathering system between the month of May, 
1938, and the month of December, 1938, when this 
Hearing commenced. The report which will be presented, 
will be as nearly as may be up to date, the report 

by that same gentleman. 

TH: CHATRIMAN: Any questions, Mr. Nolan? 

Wa. NOLAN: There was only one point. 

The Chairman asked you, Mr. Burns, if it had newer 
become necessary to make these allocations as between 
the Pipe Line and other departments, and if it were 
impossible to do so- You expressed the’ opinion if 

was impossible to do so. But, as a matter of facu 
My. Burns, it was never necessary to do it heretofore 
was it? 


No. 


Wot 
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Why wasn't it necessary? 

A Not for the purposes of a Commission, of a Royal 
Commission, it was never necessary. 

Q For the purpose of keeping th. books of the Royalite 
Oil Company and arriving at the balance sheets for 
the Gee ie operations, it was never necessary to 
divide the Pipe Line Department from the other depart- 
ments of that Company? 

That is correct. 

Q And so far as any d=plication or triplication of 
Salaries is concerned, as I understand you, a salary 
is paid to cay Mr. "X" by the Imperial Oil Company 
and divided amongst these companies, which are subsidiary ~ 
to the Imperial 0117 | 

A That is correct. 

Q So that the Royalite would pay only its portion of that 
totul salary? 

Only its portion. 

Q Thank you. 

Wik. NOLAN: There was a question put to us, 
Sir, yesterday by, I believe, Mr. Commissioner Lipsett 
as to what was the Rnyalite's proportion of the Pipe 
Line adjustment for the year 1987 and the nine months 
ending September 30th, 1948. You will remember, Sir, 
there were thess Pipe Tine pvrofits. and I think it was 
perhaps the Chairman who said "ell now, of course, 
the Royalite would be interested in that too, because 
the deduction was made from then. ‘hat was their pro- 
portion of that?" I have the statement before me, 

Tt is not made in any other than one single statement. 


Perhaps I might zsead it into the record, my Lord. 
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Wenn TR TS More son, 
THE CHAIRMAN: Is someone verifying it 
later? 
BR NOLAN 2 No one has verified it. 


It has been handed to me. 

THE CHAIRMAN: But is someone going to? 

MR. NOLAN: Yell I will see if Mr. 

burns Leitamiliar with it, and if he is 1 witieout 
him back... No, the agecountant,who rade it up, 

who is in the employ of the Company, is not here. 
Perhaps I had better withhold it and eull him. 

THE CHAIRMAN: So long as you are going to 
Call a Witness we will be glad to receive it now. 

You are asking to have marked a statement or something 


of whish you have no personal knowledge, as I understamd - 


it? 
MR. NOLAN: None at all, Sir. 
THE CHAT RMAN: Therefore, to be of weight, 


you must have some witness at some stage verify that? 
MR. NOLAN: Unless my learned frield, 

Mr. Frawley will agree with me that this computation 
is correct. 

TH CHATRMAN: Oh, quite so. 

Mk. NOLAN: Ve will anece it, if we may, 
Mr. Chairman, and put it in when it is more oonvenient. 
TH’ CHAIRMAN: Very good. 
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KANNUTH J. MORRISON, recalled:- 
Q hee FRAWLEY: ir. Lworvison, when we Left off 
your evidence yesterday where had you arrived in going 


over your report? 


A We were at Page 21 of tae reporte &£% Statement No. al. 
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“Havas 


Yes. Now will you just continue. I do not know how 
far: you had got. Oh yes, I, think I know now. You 
were going ove1 these items under the heading of 
Indirect Costs, these Indirec. Costs being the portion 
of the Utilities and Service Units? 

That is correct.. 

Do you want to say anything more abourenoes items 
before you gst to an explanation of your peroentage 
of 18,29067? : 

None, other than this, Mr. Frawley, that I understand 
from Mr. Maw, that insofar as the total amount that 
Hs tovte distributed for. this pericd:..... 

Being what? 

Being Wiha o6ec27) mopresentine the proportion of 
Utilities Expense and Service Units and $121,702.01 
for proportion of Administration and General Expense, 
that we are practically in agreement. 


You are practically in agreement? 


Mink. NOLAN: ne That is right, Mr. Morrison. 
Ro FRALEY: | In exasot agreement? 
NOLAN: i With the exception of that 


rental of those tanks. 

That is not in here. That is Direct ixpense. 

Yes, but both items are reconciled in our respective 
statements on the exception of the Tank Rental in 

the Direct Expense. 

Then I can tele it all items in the 1938 statement 

with the exception of the $14,000.00 for Storage Rental, 
insofar as the amount. is soncerned is in agreement 

with the Company's representatives’ 
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UR HILL: Perhaps not in individual 
Smnounts, but it is in toto? 

L think that is the important thing. 

THE CHALRMAN: Let us get that down. 

MR. NOLAN: That is a great step forward, 
because we can deal with the total? 


{ shall refer to it definitely in totals. 


THE CHAIRMAN: les us ses what our agreement 
is? 
Mite PROSLIY: ‘ould you say what you and. 


™yioe-aterhouse Company have agreed upon, make a 
statement again for the record? 

With respect to the nine months enddd 30th September 
1938, ths total fisure of Direct Operating Expenses 
are shown on Statement No. 20 in our report, and 
totalling $128,401.42, together with the proportion of 
Utility Expenses and Service Units, totalling 
$112,968.27. 

As shown on Page al? 

As shown on Page 21 of my report, together with a 
proportion of the Administration and General ixpenses, 
as shown on the same page, and totalling $121,702.01, 
are in agzmeement witn the figures submitted by the 
Company in toto, excepting the item on Page 20 of my 
report amounting to $14,583.40, representing the 
storage for the five months, being the months of 

May to November inclusive, of 1938, of Storaugu 

Tanks at the Imperial Oil Refinery in wast Calgary. 


THR OHA LRMAN: Is that whet we somtimes 


have spoken of as the rental’? 
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That is right. Rental of Storage tanks at the wast 
Calgary refinery. 

THH GHAIRIAN: And that is subscribed to? 

MR. FRAVLSY: Yes. 

Will you now explain how you arrived at the 18.29067% 
which we find on Page 21, as the percentage of 4112,968.27 
which you allocate to the Pipe Line Department of this 
Company as a cost? 

AS a percentage. 

Well, as a cost though? 

Yes. 

hs a cost, a partial cost of operating the Pipe Line. 
That percentage of 18.29067 is arrived at by a comparison 
of the payroll of the | ipe Line Department for outside 
labouring men, compared with the tutal payroll of the 
Company of outside labouring men. 

Now that is a definition of it. It may serve a purpose 
if you illustrated that please, by a concrete example. 
You go to th: payrolls of this Company You examine 

all the payrolls of this Company and you find the 

number of men, the number of day labouring men employed 
on outside work by the whole of the Royalite Company, 

is tht right? 

Yes. Now, I have the actual figures that we have used in 
Go nection with this particular calculation. The total 
volume of the Company in respect of outside day labour 
was $¢26,926.30 for the nine months to the 30th of 
September, 1938. 

Yes. 

Of that amount the payroll of the drilling Department 


amounted to $145,558.89, and the Pipe Line Department 
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payroll amounted to $107,063.30. 

Q Of this same kind of men? 
Yes, those are all comparing the same kind of men, 
outside day labour in Turner ‘alley. In order to 
make a fair comparison of the Pipe Line Department payroll 
and the Drilling Department payroll, it was necessary 
to reduce the amount of the Drilling payroll by 5-7. 
In other words, the men employed on drilling wells 
were receiving greater wages in the realationsnaip of 
7 to 5, than were the men of the Pips Line Department. 
What do you mesn by that? Their vage scale was higher? 

y) Their wage scales is higher. So that in order to use 
money values we had to bring that down to the same 
somparison. That was done by reducing the payroll of 
the Drilling Department by $41,000.00, . 

Q Boinging 1% down to the same comparison as if the same 
number of meh were employed on poth payrolis at the, 
same rate. 

A Not the same number of men, but the men who were employed 
were employed at the same rate. In other words, if we 
were going to use money values, we could not properly 
do it if one man on drilling wells was getting 20.00 
a day, and a man who was walking on the Pipe Line was 
getting $10.00 a day. There would obviously, in 
money values, be the equivalent of two men on the 
Drilling Department to one man in the ripe Line 
Department. So to overcome tit inequality we 
reduced the payroll of the Drilling Department, 
so tht it would properly sompare with the payroll 
of the Pipe Gine department. We deduct that amount 
of $41,582.54 from the total payroll, which was 
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$626,926.30. That is the total payroll. 

Q You have not listed all of the payrolls. You have only 
listed the Drilling Department and the Pipe Lines? 

A I have only given you that figure of $626,000.00, and 
I have given you the Drilling payroll and the Pipe Line 
rayrvli, because there is no great disparity betveen 
the wages of other departments as compared to the Pife 
Line department. 

Q It was only in the Drilling Department you had to 
make this arbitrary adjustment? 

A Yes. ‘hen You say arbitrary adjustment, it is quite 
fairly accurate, insofar as it is possible. We have 
reduced the valus per man tn the same basis, insofar 
as wages that they earn. That mcens that the total 
peyrol mows reduced to.an effective. figure fer 
the purpose of this ealculation to $685,543.76, and 
of that amount the Pipe Line Department has $107,063.39 
nr 18.2905%, which percentage we them apply as being 
the amount in which - as the proportion in which all 
Indirect Costs will be distributed to the Pipe Line 
Department. & similar process was done for each 
year, 1934, 1935, 1936 and 1937. The same principle 
was employed in each and every case. Therefore, the 
Same method will apply to e:ch and every year as 
has been cone for the nine months ending 30th September, 
Les3. 

THE SHA IRMAN: Would you accomplish the same 
thing if you took the rumbers of men? 

A No sir, because of that inequality. Oh, the number of 
men? 


Q, Yes? 
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Yes, I think probably the same relationship would 

have existed. ‘Je did not check one with the other. 

It was more convenient-to ise the money values 

but we realized in order to do that we had to bring 
these all to an equal basis. Iam of the opindnn 
practically the same result would apply, had the number 
of men been used instead of the value. 

In other words. dogs it work out ike this, if there 
were 100 men emoloyed by the Royalite Company on 
outside labour, ona day basis, and you found that 20 
of those Kind of men were employed wholly by the Pipe 
Line Department and 80 by the other Departments of the 
Company. then your conclusion would be on this basis 
that 20% of the Indirect Costs should be charged to the 
Pipe Line Department’ 

That is correct. 

MR. FRAWLEY: it is suggested that the men, 
it might make a difference if the men did not work the 
same length of time. You are assuming they worked 8 
hours a day, all of them? 

That is, of course, where the money value was in a 
sense more accurate than endeavouring to take the 
individual men. We get a more accurate result from 
this method. 

And you are satisfied with the fairness of the method 
you took, the money value basis, than to merely the 
ee oc? men basis, aftes you made the adjustment 
bets6en your Drilling Department and the other 
Departmens. 

Yes. Insofar as the principle is soncerned, whether it 


Ss acceptuble ox not, I am not now questioning, but insofar 
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Kenneth J. Morrison. 
as the accuracy of the figures on that basis, the 
Company's representatives are in agreement with ourselves. 
As to percentage. Lam pot suggesting that they are in 
agreement with us on the principl:, but they are in 
agreement if this principis is adopted that these percen- 
tages are correct. 

Q Oh, that is of value. There is an agreement between you 
and the Company on that basis as well. 

MR. NOLAN: If ur. Morrison intends as to 
agree that if his basis be acceptable, his figures are 
right, then we say yes. 

A That is all I am suggesting, Mr. Nolan. On that basis 
then, dealing with the Indirect #xpenses which come 
under two main headings of a proportion of Utility 
Expenses and Service Units, and a proportion of Adminis- 
tration and General ss: penses, for the period ending 
40th September, 1938, the distribution is made on the 
basis of 18.29067%, and insofar as its proportion. of 
Utility ixpense and Service Units, it will amount to 
©20,668.65, and in respect of Administration and General 
Expenses it will amount to 922,260.11, or a total 
Indirect Expense of $42,922.76. 

Q -o be found*bn Page 21? 


A To be found on Page 41, yes. 


(At this Stage the Hearing was adjourned until 10.30 A.M. 


January 18th, 1939.). 


es 
z vas 
Oe aed 
A 


a 


ies 
AG 

ee 

etd 


eee ie ey i 
a Cae. | 
ae 
Cee 
aan 
ce 2 
ages 
oe 


6 . ~ > 
1 eee ~ ma 
rg O 
Ne = ; ; 
e i oe 
Lasae : 
ta Poon 
Z : = Mi - 
. Ate 
w : 
¢ be 2 
ee) : x 
E 4 
a a5 2 a ; 
4 : i 
ie : 3 
® s Fs ; 
: ca 
é ae - 3 
” es z 
et 
~ | 
a Ls r 
Mie e ‘ 
vA 


5 Tish rs 
3 Dae ; 
? +. 


» 


gy rraweey fT 
Toe iw ; 


ALBERTA LEGISLATURE LIBRARY 


lip Province of A hrerts 


IN THE MATTER OF THE PUBLIC o> 
INQUIRIES ACT 
—and— 
_IN THE MATTER OF a Commission, dated the 
12th day of October, A.D. 1938, to inquire 


into matters connected with Petroleum 
and Petroleum Products re 
Coll: 


Commissioners: \v" 


ae Honourable MR. JUSTICE ee 


airman 


—~and— 


L. R. LIPSETT, ESQ. 


‘Session: 


JANUARY 18th, 1939 __ 


CALGARY, Alberta 


VOLUME 


Ne 


2S 
Se aS 


Se: 


VOLUME 17 - January 18th, 1939. 


Ngan 


Wt 95" 


ND, 


Page. 


WITNISSSES : 


Kenneth J. Morrison = rece lied). 6°. 4.6% BOW ile 
Samuel G. Coultis Peer ender Ween Nita ain VfL pits 2646. 


De MOO) t) 6, DOR Gira Gai 4.) ve Gnas enna Lovo. 


La Pisleowe ol aly oD 


Map showing storage tanks at Turner 

Valley end of Pipe Line, produced by 

the witness Coultis, to replace map 
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Statement of Turner Valley Production 
and Pipe Line Deliveries for the year 
1938, ; 2554. 
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18th January, 1939. -~ 2301 - 

10:30 Aki. Session. 

KENiWTH MORRISON, having been 
recalled, examined by Nid Frawley said: 

Q Mr. hiorrison, where were you in your report when we left 
cff last night? 

A I was dealing with the statoment fer the period ended 
éOth September, 1938, which is found on pages L.;,.. 20) end 
£1 of my report, and I had left off at the tetal ef the 
indirect operating cxpenses chargeable under our method 
to the pipeline department, totalling $42,922.76, which 
amcunt is found on Statement No. 21. I had pointed out 
that insofer ag the total ameunt of the indirect expenses 
were concerned fcr that period that we were in agreement 
with Messrs. Price-/aterhceuse and Company bit that we 
were not in agreement inscfar as the percentage which was 
used in distributing that amount. | 

Q Yes. Now does that complete your observations with re- 
spect to the statement of revenue and expenditure for the 
nine months ended 20th of September, 19887 

A Well we should continue to just show the exact result. 

Q Well the result, all right then? 

I had referred to the figure $42,922.76 representing the 
total cf indirect expenses distributed under our method 
to the pipeline department; that amount added to the 
direct expenses which total $128,401.44 and which, with 
the exception of the item of rental on the storage tanks 
in Hast Calgary amounting to (14,583.30, we are also ia 
agreement with the company's representatives, the total 
of the direot and indirect expenses chargeasle to the 
pipeline copartment for the nine months ended Oth 
September, 1938, total $171,324.18, leaving an operating 


profit before provision for depreciation, income taxes 
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and losses bn sales or retirement of equipment amount~- 

ing to (599,683.58. Now I fight say, sir, sore are 
Similar statements nreparéd for the years 1954; 5935, 

1936 and 1937. 

Mir. inOrrison, before you leave that would you give us 

a word of explanation on your statement that this is 

the operating profit, this six-hundred thousand dollars, 
five-hundred and ninety-nine thousand odd, before pre- 
vision for depreciation, income taxes and losses on 

Sales or retirement of equipment? 

Yes. well the total revenue of the company, the pipeline 
department of the company for the period ending, the nine 
months ending 30th September, 1938, was $77],007.76 which 
we have already gone into. 

Yes. | 

we deduct from that the direct and indirect expenses amount- 
ing to $171,524,18 whieh leaves §599,083,58 representing the 
profit tefore certain other provisions have been made, 
those provisions being for incone taxes, depreciation, in- 
come taxes and losses on sales or retirement of equipment. 
Which might be called a gross profit? 

Well it is not 1 gross profit because there are other items 
which have been deducted from it. 

Tt is the difference between the revenues and expenditures? 
And a certain portion of the expenditures, after all the 


expenditures, those are the direct aud indirect expenditures, 


depreciation is alse an expenditure. 
Income taxes also? 


Yes. 


It perhaps could be a bit clearer than it is, this is the 


operating profit vdefore provision for those things which you 


have indicated has been made? 


} 
} 
‘ 


“ 
eb ake 


ic 
Pn 


Ga 
Ce fees : 
eS" 7 
7 
= Lg 
wid + Se = 
esa 
soest 
= a 
as = 
~ 
arms 
v 
Gas 3 
ES anf 
Coie 4 
a ee 
= 
=f 
ee = 
* + 
age 
it 
oe) 
— 
ta) 


Poon j 
Fm ae 
g ea * 
Se 

‘ Rend " 


> 


Ae 
y Hs 
ten 
hits 
Se 
ee at 
es t= 
‘4 
! 
: S 


* es 
\ 


. : 
: yz) 
aes | 
i 
a 


Mal . 
: : , 
- iS = : 
: j 
= : Pee 
r> A 2 
a0) 
5 j == 
: cont 
<A 
‘ at 
“a 
se d 
is < xy 
ae Bred 


> 
: rad 
8 Re 
“> 
, 
. 5 ry 
a me a 
= or 
! Nt ie : 
oe. = 


re 
3 
a 
f-2 


= 


“Ly 
Cx 
Se 


eed 
uu 
~ 


oo 

5 cso 
ae 1 
oe sae 

$74 


of 


oe 


jC Sen er 2 ES 


That ig it; and these items ,depreciation, income taxes 
and losses will be dealt with in the next statement. 

That is right. New you say you have dealt yesterday and 
today fully and in detail with the revenue and expenditures 
for the nine months ended 30th September, 1938; which ap- 
pear on pages 19, 20 and 21 of your report? 

That is correct. 

Now you are saying you did make similar statements, iden-+ 
GiCcal eas to Torn? 

As to form. 

With respest tc what other periods? 

To the years-1934. 1935, 1936 and 1957. 

Now for the wecord in case you have not done it already, 
will you just say where those are to be found? 

Yes. he statement for the year 1934 is Nes. 10 and ll, 
and if it will clarify the record in any way I can give the 
corresponding figures for the periods that 2 have just 
mentioned. 

THE CHAIRMAN: Yes, I think you should. 

MRe FRAWLEY: Yes, just the Same result figures. 
For the year 1934 the total direct costs amounted to 
$39,765.23; the proportion of indirect costs $10,890.91, 
making a total of $50,656.17; the total revenue for the 
pipeline department for that year amounted te ©228 ,007.66, 
leaving a net profit, before provision for cepreciation, 
income taxes ard losses on sales, of $177,551.49, that is 
on page 1l of the report. 

THE CHAIRMAN: That is your operating profit? 
The operating profit. 

Appears on page 11? 

On page 11, for the year 1934. 


MR. FRAWLEY: The figure corresponding to 
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$599,683.58 is what? 

A $177,351.49. Now if it would merely Simplify is to just 
give the comparative figures with the $599,683.58 of 
1938, that could be very simply done. The figure for 
1934 was the one I just quoted i?7, 351.49. 

Q Yes. 

A On page 135. The corresponding figure for the year 1935 
is shown at $165,844.23. 

Q i.re Nolan asks, are those figures carried forward in 
any other statement? 

A Oh yes. For the year 1936 the figure is found on pege 
15, 08 Schedule No. 15, $138,169.74 and for the wear UIST). 
the figure is fount on page 18, totalling $446,870.70. 

The principle in preparing these statements is exactly the 

same throughout, that is tmt the direct costs are as 
shown by the books with the elimination of the indirest 
Gharges made by the company; in respect of the indirect 
costs we have used the same basis in each year. The per- 
centages of course are different and those percentages are 
actually shown on each statement. 

Q Now would you mind running through those three or four 
years and showing what the percentage was so that we will 
have it at one vlaze in the record, what the variation of 


the percentages are? 


A For the year 1934 the percentage as shown on Statement No.ll 


18 7.94142%. 


That is the figure of course which compares-~-- 


With 18.29067%. 
For the last pert, for the nine months in 1938? 


That is correct. For the year 1934 the percentage is 4.25365%. 
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The 1934, sir? 

Yes. 

The 1964 is Shown on page 11. 1935 is shown on page 13, 
and the percentage ia 4.25365%; on page 15 is the figure 
for the year 1946 being 8.28807%; for the year 1937 the 
percentage is shown on page 18, 14.18656%, and for the 
year 1968, the nine months rather, the figure has already 
been given and is shown on page 21, 18.29067%. 

Now otherwise, iir.e Morrison, you are allowing these state- 
ments of revenue and expenditures for the years 1934, 1935, 
1936 and 1947 to spoak for theuselves in the report? 

Well the individual items in the statement are practically 
all of the same nature, the amounts naturally differ, but 
the headings which are used are consistent. There ma y be 
some slight variation throughout, that is to say the 
direct expenses are made up of the same kind of thing, the 
gmounts naturally differ. The indirect expenses are also 
made up of the same kind of thing. 

And the statements are of a uniform pattern? 

They are all classified in cts game way, in the same wuy. 
The same classification? 

That is what I mean. 

You told us yesterday that you and the Price-Waterhouse 
people had agreed, at least, as to the figures in the state- 


ments for the first nine months of 1938, can you say the 


Bame with respect to all “he other years which you have 


just listed? 

Well I just asked ir. Taylor, just before the Sittings 
opened, and he I think agreed that in the main, he would 
prefer that--- 

MR. TAYLOR: may IT speak? 


THE CHALRMAN: Yes. 
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MR. TAYLOR: There are two small differences 
in the books of the Royalite. There are 4a few small 
differences between us, all of which have been reconciled. 
So far as any effect on the final figures ig concerned, 
they are completely negligible and I would be prepared to 
say that substantially we are in agreement: 

There are one or two samall dif- 
ferences of a few thousand dollars in those back years. 
Mine FRAWLEY: I think it is well to have that 
understood, that there is that almost identity between the 
figures which Mr. liorrison has and the figures which Nr. 
Taylor has taken off himself. 

Q MAJOK LIPSET?: On the asumption, Mr. Morrison, 
purely hypothetical, but on the assumption that the re- 
maining three montns of 1988 were approximately similar 
to the figures for the earlier nine months? 

Yes. 

Qe what would be the relative for that $599,686.58 which you 
bring out at the bottom of Page 41? 

THE CHAIRMAN: I thought Counsel wore gping. to 
decide and to agree on that. 
MR. FRAWLEY: Yes, IL was goiag to say that I 


understand we are in agreement. 


MR. NOLAN: Yes, we are in agreement, my Lerd. 
MAJ9R LIPSSTT: Perhaps we could get that. 

MR. FRAWLEY: The Commission is entitled to it. 
THE CHAIRMAN: Therefore, Mr. \iorrison,ean make 


his calculation on the basis of the agreement rather than 


on the hypothetical basis. 


WR. FRAWLEY: Yes. 


WITNESS: Well I would have to, the orly 


way, hire Commiss:oner, is that we would, we could aasume just 
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using $600,000.00 as being the closest figure tc thia 
$¢599,000.00, that represents the operating profits ben 
fore provision. for depreciation, etc. will represent 
$66,666.00 per month and there are three months to go, 
therefore there would be approximately a further two- 
hundved thousand dollars to add on, making that figure 
eight-hundred thousand dollars, that is to say the 
pix-hundred thousand dollars would represent 9/l2ths, 


and 12/12the woulda be one~quarter more. 


THE CHAIRMAN: So that for the whole of the 
year-<- 

MR. NOLAN: One-third more. 

WITNESS: One-third more I should say, 


that is the figure I gave, two-hundred thousand. 

Ry THe CHATRMAN: Twochundred thousand more? 
MAgOR LIPSETT; In other words, the three= 
quarters represents twoehundred thousand dollars each 
and the fourth quarter would represent another two- 
hundred thousand dollars? | 

A That is right. Of course that comparison can only be 

taken at that point. I think probably if we were to 

extend that further we might find an unfair comparison 
when we Gomes to figuring income taxes. That is possible 

I think, it might work out but I would not want to say 

definitely off hand, but at this point it would be fair 

to Bay on the same basis the figure would be approximately 

@800 ,000.00. 

MAJOR LIPSETT: Yes, these other adjustments 

would vary? | 


A Yes. 
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A If we so deel with the period ending the 30th of 
september, which, I take it, now is being regarded 
as the year 1948, for all practical purposes, then 
we can refer - we find now that the cost which is 
the thing that we are particularly interested in at 
the moment, the cost for Direct end Indirect Expenses 
is ($171,524.18. If we would refer to the statement 
Noe 2, the long statement No.2, the last column there 
is headed Nine Months to 30th September, 1938, and 
that is a summary of the revenue, without showing 
gery much detsil, of that period, whieh you will 
notice corresponds exactly with the statement that 
we have just left, Statement No. 18. It shows the 
total revenue of the Company of %%71,007.76. 

Q, MR. FRAWLEY: And that is in the extreme 
right hand side of that statement? 

rt) Yes, and that is the same, on the right hand side of 
Statement No. 19. In this statement Wo. 2 we have 
extended these revenues and expenditures into amounts 
per barrel, which was not done on Statements Nos. 19, 
a0 and 21. These were the details of how it was 
made up. ‘‘e have added a further column at this 
point showing the revenue divided into so many 
cents per barrel. 


Are you going over this, Nr. Morrison? 


&) 


& Yes, I think we should probably go over this slowly. 
The first item is Oil Gathering and Trunk Lines Harnings, 
amounting to %687,313.45. Now that,it will be 
recalled, that is made up on Statement No. 19 by 
4,562,702 barrels at rates Of 17 cents, 15 cents, 


and also 25,826 barrels at 7% cents. Timt works out 
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at an average of 15.021 cents per barrel over all. 
That is to say the average rate received by the 
Company for transporting oil through their pipe lines, 


Gathering and Trunk, for that period, was 15,021 


cents. 

Q I think just a moment ago you said Statement 19, 
but you are dealing with Statement 20 I take it? 
That item appeers on Statement 20% 

bh Via SP eoure : 


Q teu se0L. 42? 

4 I am not dealing with that. That is expense. That 
is the expense per barrel. 
Yes, Ghe.total Direct Operating Costs? 

A No, I am dealing at the moment with the Revenue, 


the top portion of the statement. 


Q. Lam sorry? 

4 The warnings end of it now. 

Q Yes? 

A I had pointed out that the total of the Rarnings 
was 5687,513.45, -or the total o Statements No. 19. 

@ Yes? 


And working that out on the average rate per barrel 
received by the Company during that period wes 
15,021 cents. It will be realized that the rate 

in the main during 1938 was 15 cents per barrel. 
The rate was 17 cents per barrel until the 4th of 
January, I believe, the 4th or Sth of January, and 
then there is a further item which changes the 
average in that there were 25,826 barrels delivered 
to the Locel Sales Station in Turner Valley at the 


rate of 74 cents per barrel. That does not go over 
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the Trunk Line, it is in the Gathering Line. So 
tha t the average for the period is 15.021 sents 
jer barrel. 

Q, Tes CHAIRMAN: That is in the Trunk Lines? 

A That is in the Trunk Lines and Gathering Lines. 
There is no segregation as between the charze for 
transportation between the Gathering and the Trunk 
Lines, Sir. 

Ss There is a 7% cent rate down thers’ 

A 7% cent rate. 

O Have you taken that into account? 

4 Yes sir. That is reelly an inter-company charge. 
The Local Scales Otqtion is a Company operation, and 
is apart from the Pipe Line Department. They 
suffer a charge of 75 cents per barrel for trans- 
porting their oil to that station. Theat, of sourse, 
is an inter-Company transaction, in the books of the 
Company. But in the. pipe Line Department it is 
regarded as @ xevenue of that Department. 

a Did not Mr. Davies get some gas...... 
>.  TRATTEY: The Highwood cCarcee Company, 
that is a gas gathering and distributing systen, 


as l understend it. 


Dae OG A ALT s Yes. 
Q lio bbe ellis “het is that local Sales 


Station, is it a service station’? 


A A service station, I understand. 
Q Selling ordinary gasoline’ 
A Yes. 
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refined gasoline? 
A No, not refined. Not further refined than going 


through the absorption plant. 


Q. Motor fuels, in any event? 
4 Yes. 
8) And they have arrived at a charge between themselves 


of 7S cents, as compared to the 15 cents which 
imperial is charged when it is transported all the 
way to Calgary? 

A That is correct. The other operations of that service 
station are not regarded as a Pipe Line transaction 
at all. That is to say whether it is operating at 
epretit or & Joss is not reflected in any way in 
the Pipe Line Department, but they do suffer a charge 
of 7% cents per barrel, which is a revenue of the 
Pipe Line Department. 

Q TH CHAIRMAN: | During that period of time 


the rate was 15 eents as I remember? 


te, Beta i te fzcept. for four days: 
A Yes. 
0 Pee GAL RIB wnieh does not materially 


etfect its <All right. lp cents. ‘wetare tole that 
for some amounts, whatever the amounts may be, the 
rate was 7% cents? 

A The actual amount is 25,826 barrels, which is shown 
on Page 19 of your statement. 

Q At 7 cents? 


74 cents. 


> 


Q How do you get the Company receiving for all the 


barrels they had delivered more than 15 cents? 
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a Because there were more barrels at 17 cents than 
thers were barrels at 73 cents. In other words,,. 
the average works out at greater than 15 cents 
because of the barrellage in question. 

Q im. PRAVLAY: You have three figures 
to average? 

A Yes, 73 cents on 6 small barrellage. 17 cents 


was twice the barrellage practically. 
Q And thei: 16 cents? 
vs) 


The blg-big item, of course, is et 15 cents. 


& And you just get over 15 cents? 

re Yes, it is very slightly over. 

Q TH CHAIRMAN: Just how is that accon- 
plished? 

h There were 48,560 barrels at 17 cents 

ich Il cannot understand. From the Sth of January, 19358, 


to November 1938, it was 15 cents. ‘There was 

some transported at 7% cents. I do no see how you can 
get above the 15 cents. Does the four days during 
which it was 17 cents make that difference? 

4 Yes. It is very slightly over. ‘@ are dealing with 
cents. 15.021 cents, 2 mills. In addition to that 
revenue, however, there is the Pipe Line Adjustment 
which we have already gone into, 983,694.31. Now 
that is not e charge for transporting oil as I have 
already pointed out, but when we get to the total 
revenue of the Company on Page 2, »~771,007.76, we 
divide that by the number of barrels which in this 
case is 4,575,615 transported, in order to arrive 
at the amount per barrel of revenue derived, and 


that amounts to 16.85 cents. I do not want any 
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confusion as to the suggestion that the Company 
were getting 16.85 cents for transporting the oil. 
But that is the average revenue received per barrel. 
by the Pipe Line Department and including the 
Pipe Line Adjustment. 

Q. Take the case of where a Company decides to carry 
its own insurance? 

A Yes sir. 

Q. And sets up a fund for that purpose? 

A Yes. 

It would not be revenue? 


Mo, that would be an expense of the Company. 


Pog ee 


That is if that money were put into a fund, a certain 

amount of money, in order to provide an InsSuranca 

Fund, the money that they would set aside would be 

an expense of that Company for all practisal purposes? 

Bh It is true that the money they have set asides would 
not be a revenue to the Company, but in that part- 
icular case the money that they have set aside would 
be an expense for costing purposes. 

Q In this gase they have not set up a fund. They them- 
selves put that in their General Revenue? 

4h Well, there is hardly the same comparison in that 
illustration. 

Q No, I suppose not. I do not think the example 
is a good one for the purposes of comparison. ‘:hat 
I am getting at is this, supposing they said "ell, 
how, we must protect ourselves against Kips Line 
breaks." 

A Yes? 

Q And that sort of thing? 
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Q And daily evaporation, and so they take from every 
person what they and their customers thought fair 
to cover thatt 

A Yes. 


Q. And they set up a fund to protect themselves, as 
a reserve? 
A Yes. 


Would you treet that as revenue or not by them? 


EQ 


4 No. Seeing it had been so treated by the Company 
as a reserve, I would gn then into the question 


of the adequacy or the necessity for tmt fund. 


&, But they have not dene that? 
A No sir. 
Q But they held themselves ready to meet that con- 


tingency for which these monies would be used were 
they in a Reserve Fund? 

z:) That is true. 7 

Q Doesthat change the positiun’s 
There is merit in that argument, but insofar as the 
Lossew that have been sustained, they have been 
charged to that adjustment agcount. So that in 
effect, any losses that are sustained - not in 
the future admittedly ~ but any loss®s that were 
actually susteéined would be charged against this 
particular fund. During this period I inquired 
wheter there were no losses at that point but 
I understand some losses have occurred in, I 
think, the month of December. It would appear 
thet amount is due to be reduced by whatever loss 


there would be. Quite prorerly so. As to the 
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future, of cnurse, the Company are not setting 
aside in their books any amount to take oare of 
future losses, and I can only assume tet they feel 
that the deductions sharges made in the future 

will be sufficient for that purpose. 

fe VOM iO lOve GIP STts That is taking that 
1% and 2? 

The continuing fund of 2% and 1% yes. 

1% for crude and 2 for naphtha? 

Yes. 

The Company takes that to provide for these losses? 
Taken out and added to provide for these losses. 
THe CHAIRIMT: Have you any oriticism 

to the amount taken to provide for these losses? 
There is no amount. It is all recorded as revenue. 
That is the net amount. 

Then the 2% and 1%, are they taking toe much? 

“@ll the result would show that the dedustions 

of that percentage has resulted ina profit to 
date. Now if the Company were to sustain substantial 
losses, that might change tlh picture of course. 

I am looking at it as what has heppened. 

But you are treating it as revenue? 

The Company are treating it as wovehest I did not 
take the initiative in treating it as revenue. 

‘hat I am concerned with is how we should treat 

Pe ULE Lave Ly: 

Yes, that is true. 

On the principle that Companies must have a 
reserve or Should have, a well opereted company? 


Yes, but the other suggestion is that the continuing 
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deduction provides that reserve. 

Q MR. COM‘ISSIONJR.LIPSSTT: You did give us a figure, 
I think, on this, and found that st the reduced 
rate the profit.on that particular diddaune wee rer 
the three months.... 

4 pes | @avo a Tigure SLY;os6200 Lf think? 

ee TH. CHLTIRIGANs Is it sound aecounting of 
this rate ~ I know they are ahead of the game right 
now, to use a common expression,- but supposing 
that the-pipe line broke and it cost them alt 
of that $83,000.00 some odd dollars to straighten 


it out, to straighten out their mess: 


A 16s) Six. 
Q “hat would we do then? 
A I think probably what we ought to take to give you 


that information, Sir, would be the experience of 
the Company by wey of actual losses through breaks. 
ve Have the experience...<.. 


I mentioned breaks, but I suppose there are other 


£5 


things thet occur or can happen to this system‘ 

b S411 other things are taken csre of in the stetenent 
we heve submitted. That is evaporation @nd loss 
in the ordinary transporting, that has been taken 
Care of here. I heve made inguiries as to whether 
there vas any l1OSS..... 

Q Supposing we sere striking a rate todey, would you 

eink in vproper, if-you had the job: to do, a6 “you 

think it proper to take into account that sum of 
82,000.00, I mean for the specific purpose of 


protecting these losses of the character we have 


been discussing * 


AY) 
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A I think after all the rate is base@ on costs. Now 
this is not a cost. This is the other side of the 
picture.¥For the purpose of setting the rate the cost 
would be the figure I would be most interested in. 
Now whether or not there should be any allowance 
in the cost for that? You see at the moment this 
does not affect the case. This ise. reduction of 
revenue, and is not really reflected in the carrying 
rate at all at the present tine. 

Q, An ineréase of revenue is it not* 

A A4i inerease of revenue, but over and above the car- 
rying rate. Over and above the carrying rate. 

In other words, the 15 eeants rate gives them the 
revenue quite aparterc-oee 

Q You take this into reverue as revenue? 

fs Yes. 

G Haven't you got to make. the rate high enough to deal 
with the Losses on the other side of the picture? 

4 MOe 


You are treating this as money they earned apart 


x 


from revenue? 

L Yess:. Not part of the rate. : I think that is probably 
where the essential difference comes in. That rate 
should provide for first, for their ordinary operating 
costs, which would inelude depreciation, Income Tax, 
and all necessary costs. Depreciation, »y the way, 
is synonymous with the amortization of their invest- 
ments. in addition to thet they would recuire a fair 
rate of return on their investments. If they received 
that then they would have a fair rate, to protect 


the pipe line. In that rate would be no allowance 
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whatsoever for losses. 

&llowance for? 

For losses on pipe lines, because at the moment the 
experience is that they do not reguire any. The 
experience at the moment is that they do not require 
any- I am taking, of course, the period I lve 
examined. 

“hen you give them a rate, let us say we fix a 
certain profit? 

A ee@rtain rate of profit? 

Yes? 

Yes sir. 

And you give them a rate that will permit of them 
earning that profit, having regard to all usual 
Operating costs* 

Yes. 

And should we not in determining thet rate have to 
take care of this, take care of.breakszg6s in their 
line and evaporation? Should we not have in conten- 
Plation in that rate then ~- if you are treating ‘that 
as revenue - something that would permit of their, 


if their line does break, that they are pate tor 27 


If I am to be guided by their experience they do not 


require enything in their costs for it. 

UR. COMMISSIONER LIPSSTT: Is there not more to 
it than that* 

THE CHAIRMEN: ivaporation surely: 

That has been taken care of. 


Pea COmilS IONS LIrsSeiT: They get @ rate and get 


rae 


one barrel out of every 100. 


Gf orude of. One barrel outs of every LOD. 
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G In addition to the rate‘ 
In addition to He rate. That is as I specifically 
point out here. The 15.021 cents is for the rate 
and 1.83 cents for line losses. 


And that one barrel out of every 100 un your figures 


SD) 


has taken care of all breakages for the past: three 
months and still Zivene.o.. 

4 I am dealing with the nine months. 

Q Vell, the nine months, has taken care of ail break- 
sages and Still gives them a profit of 1.83 cents 
per barrel or 183,500.00. fnd for the subsequent 
period when it is only one barrel out of every 100 
they still get 11,000.00 in three months* 

b 9,ac6 barrels or .11,565.00. 

Q When they were getting the 84,000.00 over the 
nine months they were getting 2 barrels? 

A 2% on crude and 3% on naphtha. That is correct. 
THA CHAT SMAN: Well vl must say; tins 
Frawley, it does appear as the experience of yfipe 
line companies for ordinary insurance or for pro- 
tection they have got to have, let us say, about 
a barrel our of evary 100, that is to provide 
protection. You treat that as revenue. I do not 
think it matters whether you do or you do not. 

But if you treat it as revenue you have to allow 
Something in the rate that they get, if we take 
ties eway. It is a rete plus a Darrel, as my 
associate has said’? 

A Yes. 

& If you take away the barrel from them ana call it 


revenue, you have to inerease your rate. Or else 
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you have to say it is quite unsound taking anything 
away. 

Q Wis yeO LoS LOR LIPsst? $ Lwas just going to put, 
before you deal with that, I think perhaps there is 
a certain amount of misunderstanding in this way, 
lic. Morrison, between us all. You a.e giving them 
the rate and you are giving them $86,000.00 which 
is included in-the rate. But over and above that 
you have already given them all the losses? 

b Yes, ail of the losses. This is the net figure. 
In other words, let me put it- this way, that the 
deductions made from the companies, the producing 
companies,- which by the way to the extent of some 
20%, I think, inelude the Royalite Compahies, but 
there was 88,277 burrels deducted for the insurance 
that the Chairman has referred to and they only 
required to use as insurance 24,248 barrels, or 
652% in toto. 

Q TH.i CHAIRMAT’: I follow that. They 
had good luck that year, but after all we will 
ultimitely in this particular phase of the case 
come down to the rate. I do not know that Il am 
prepared to say that they will always have good 
luck. 

A Is there not just probably this confusion that the 
rate for transporting the oil and the deductions 
for line Iosses are two issues? After all there 
are really two issues. One is the charge for 
transporting oil, and the other is a separate ‘Wing - 
of providing an esmount for losses. Quite rightly 


Soe But I do not think thet they are related insofar 


aes és 
- - 
, ae - 5 
4 Sits ‘ week ze Yee es Me 4 s rine . - 
% ae e heen ioe ian Gs oo ae ra = — A ze ae : 2 s a ae 
mas Pe Ee 5S os % Bae oa, % 5 3 
* i 3 wrt my =" — oon T 6 o 5 e ee a = = 
= : 2 “8 = Z fs : é = am 2 
= ie = St : ae eS 3% See re , ws 
= x = lam trey - 2 Lire = ps 
. i : tee vos we cat Sit 2 ae : I 
oa Sect! s sao by e 5 ‘ 
. af ie ‘ no oe : 
5 ai ° : eer t 
ek : 
ee ae - oi¥ - 
2 G < oo! . Ne 
. , nies : s ~ - 5 
- % = 58 Focrl a 
‘ zs > % “ 
i = S 4 : ; % . S Le, 
: * z 
. . toa ae . 4 = 
= é: ro - S a A 
’ = = ~ . * ne Es se 
= S . * rs <i a 
8 = ue E Pe Fe 
- - oe Cat % 
S = bs 4 
2 ws os i 
a 4 a 2 = = ee 3 : 
: 5 Be 2 e Rag 
sf % : see : x 
: ? & r 3 : a i ‘ ae : : 5 a 
cn : : a : =a 2 : 
Z as : Ps A : : + is 
zs = ‘ S 3 td 
: oa - ee z . é eh ee = s : E 
ae HE Ee = a 1H = = 
: = + — . : ' t 
> eS F : = A : 
a shat = aie 2 - 3 - tea - 
2 : te ee 63 ae ° : 
E = = = x wes ae 2 = 
x ee = se ‘ iS : : = , ee « poe 
~ : en ad ca “te § 2 . a 2 os 
; : > : : S g by on >) . < : - 
= “. , 2 Pies vst a <a 4 aoe ts 
* ae ~ ‘ Para Bug ite - Sa ; 4 es 
Sty z Spe, =~ ae é a = 8 : 
raat ; : 4 = - ; oe é e 
= a 3 = : : ou see! a 
3 : - ~ < £ ' s 
ca ‘ 5 ce Ne ® : = . : ta 
: : ue : = : 2 . BH : 
2 7 , < e) aie 
s 2 te = ‘ = 5 ey : : e 
- Z . Ze -- a - 3 
Gy a z 
e5 . - 3 = s s c 
if « 3 = - . . be, ao 
: hn ee cpa = = oa = - 
Es = . meee oy Cy - ae a ae 
. Ss as oe a Je - . =2 
. : =; é 
3 + Z é — souk 
z - ssc ee = = ! -=1 
= t 2 ‘ i 2 - a ‘ v3 ror 
i - - eae raetng ‘3 = 


Kenneth J. Morrison. 


“1321 


as being included in the rate, the transporting 
rate. I think there are two separate issues. 

That there should be a rate for transporting the 
oil and a percentage deducted for line losses. 
They may be complementary but they are not one and 
the same thing. 

TH CHAIRMAN: I think they are quite dif- 
ferent and I am wondering why you put it into their 
revenue. They get it from the producer? 

Mis FRAWLAY: The Imperial Oil Gompany. 
Is this what the Chairman means, that in your rate 
you should have an allowance for the payment to an 
insurance company for a proyer policy of insurance? 
Yos. 

f£nd then if you do that there would be no more line 
loss deductions at all? 

Of course, that would be true. 

I want to clear the thing up in my mind, you cannot 
have them both‘ 

No. 

And this protection, the Chairman is calling it for 
the moment insurance, then if you have something 

in the rate or assuming the Pipe Line Company paid 
out every year to the "XYZ" Insurance Company, 

to protect the Company against these losses, then 
there would be no need for any line loss deduction 
et all? 

Gorrect. I am going to make this observation and 
probably it might have simplified the Situetion, if 
for the purposes of regarding the transporting end 


of this only that the pipe line adjustments might 
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have been eliminated. But after all we wanted to 
know. what the total revenue of the Pipe Line Lepart- 
ment was, and thit is what the records disclose. 

Novy there are two separate and distinct propositions 
inane asrate Tor the ‘transporting of it. “it is 
done on the basis of cost, and not on what revenue 
it has been deriving, because that revenue might 
have been too great or too little. You ean only 

fix the rate on costs plus an allowance for amort-~ 
ization and a fair rate of return. Then when those 
things are arrived at I think you get the rate that 
Shouleé be charged. ‘Now then we come to the question 
of line losses. That is an entirely separate issue. 
At the moment you are simply on the revenue side of 
the Company's books and you fine this as revenue? 

&£8 revenue. 

And nothing else* 

Nothing else. There is no othscr significance as to 
its relationship to the rate thst might be fixed. 
THE CHATRIVAN: In arriving at tk profit 
you certainly got a peek at the revenue’ 

Yess sir. You have a peak. 

You have a peek at it as well as the cost? 

I thought that you meant inoluding this you hed a 
peak revenue. 

No, you have regard to it. Do you think we should 
have regard to the profit this Company is making in 
fixing the rate? 

WO LIve-s66 se 

OSraG you not? 


“ell, if it were a utility, if this Company had been 
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a utility at all times, then I think the question 
is quite open as to whether or not this Commission 
Should not know what the Company actually made 
from its inception, as a utility company. But 
being an ordinary company I did not regard that the 
Commission were interested in whether they made 
large profits or small prufits, when we were 
going into the matter of what a feir rate would be. 
First, teking the cost as shown by the Company books, 
then someone will give us the necesaary rate for 
depreciation or amortization, and somebody else will 
Sugeest-what'a fair rate of return is. ‘;hen these 
three factors are known, then that is the cost of 
transporting the oil. Now if the Commission are 
going to look back into what profits were made and 
how those profits were allocated - because after all 
you may have a lot of profits and none of those 
been allocated to amortization. Are you going to 
say el] you ought to have amortized this over a 
certain period." Or you just made so much profit, 
whether excessive or otherwise. I think that opens 
a very large question which we will have to deal 
with in the matter of depreciation. 


Q But this Pipe Line Department is not an utility’ 


(Go to Page 2324). 
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Not as I understand it, it is an Ordinary incorporated 
company and it is not a utility, so far as I know. I will 
leave that to the legal. 

THR CHAIRMAN: That is the way you treated it? 

I approached it with some, one has to regard from the 
accounting point of view what would be done in a utility 
company at arriving at a proper cost. We cannot get away 
from that factor. 

MR. FRAWL-Y: Before we get into that, and that is 
a large question, and it might as well be discussed now as 
at any time, before we leave the line losses, I want to put 
a question to you and see what you think about it, the 
Royalite Oil Cospany goes to the Imperial Oil, which is its 
largest customer and j4 says "We want 15¢ to transport your. 
oll from Turner Valley to Calgary", that is so? 
Lee 

And they says "We think 15¢ is enough to give us our cost 
and our amcrtization and our profit, anyway we have arrived 
at 15¢ and we want you to pay that"? 
Yes. 

And then they say "There is something else, apart from that, 
we are running a business here which has losses and....." 
TH, CHAITRMaN: Always has the evaporation. 

MR. FRAWLEY: Always has evaporation and sometimes 
has breakages when quantities rush out into the gutter? 
Yes. 
"So we Want something on top of the 15¢ and we are going to 


take this from you, because our experience tells us that 


we are going to need it." ? 
Yes. 


mi 


I wesume they would not want that in money from the company‘ 
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No, it is the practice to deduct something. 

They say 15¢ is enough? 

For transporting. 

Yes, but "We want sanethine else to guard against possible 
losses", is it quite imoossible to say that that money or 
that allowance should be taken in trust from the persons 
who supply the o11 and that at the end of every three months, 
six months, nine montas, or twelve months, or whatever 
period they like, according to their experience,and say 
"Imperial Oil, we have taken so much, we have not needed any 
more than about 10% of that, we will give you back 90% of 
that money", and couldn't they say that to all, at the 
moment they only have three custmmers, but couldn't they — 
say that to all of their customers, is there anything wrong 
in that? 

Yes, certainly there is. In the first place there is no 
trust, and secondly, I was wondering whether, if they had 
shown a loss, could they then come back to the company and 
say "You had better pay it"% 

Yes, if they had not had enough, very true? 

But I do want to make this observation, that the pipeline 
loss deduction Would be in effect whether there was 4 
pipeline or not, that is if oil is being transported by 
truck there is a pipeline deduction, there is a deduction 
for losses, whether it comes over the pipeline or not, it 
is the practice of all companies. 

TH: CHalRMAN: Mr. Morrison, what you really are 
doing, to get away from words, is, they are really saying 
"We will transport 100 barrels of oil for you"? 

Yes. 

For 165¢, plus l barrel? 
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NO, sir, I donot. think that is. what they are doing because, 
aS I say, you might have an entirely different company 
burehasing the oil and not eoine to transport it by pipe- 
line at all, they would take it by truck, some other person 
would take it by truck, it would not come over this vipeline 
at all and yet the producing company would suffer a deduction 
of 16. 

But it would be the trucking people who would take it off? 
Yes, to provide for loss in transferring it from the well 

to the truck and from the truck back to another tank, quite 
apart from transporting it either by the truck or pineline. 
What you are really saying now is, 15¢ is not the rate for 
transporting it but that they are saying on account of the 
thing which we have to transport we are going to charge a 
little more? 

Yes. 

We are going to heve a barrel of oil? 

LR. FRAWLOY: I think it is pertinent to call your 
lordship's attention to Exhibit "30". HRAIbit. "90" Vs the 
agreement between the producing company and the Royalite 
Company. we know now that only three péople pay these rates. 
Now, the draft agreement, £#xhibit "30", is between the 
Anglo-Canadian Oil Company, we will say, the vendor of the 


oil, the producer in the Valley, and the Royalite. It first 


of all provides that "The vendor hereby sells to the ourehaser 


and the purchaser hereby purchases from the vendor, subject 
to what is hereinafter provided, all crude oil and-or 
naphtha produced from* blank, 'from his property, (2} the 
vendort that is the producing company, ‘hereby covenants 
and agrees (a) to make delivery of the said erude oil 
and-or crude naphtha in the purchasers’ pipeline at the 


vendor's tankage at om near the place of production", and 
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to cause all the crude to be treated in its own tanks so 
that the production shall be free from water, and so on, 
Then the purchaser agrees to pay to the vendor for such 
erude oil. and naphtha the current wholesale pipeline oricé 
for such products prevailing in Turner Valley at the time 
and place of production and to make payment for the same 
not later than the 20th day of each month. Undoubtedly, 
we can translate that, "The current wholesale pipeline 
price” to the the current posted field price? 

THE CHAIRMAN: Yes, 

MR. FRAWLEY : Now, (4), "The parties hereto mutally 
covenant and agree: (b) that from the quantities accepted 
by the purchaser after measurement as aforesaid '%, and | 
that has been changed to 2%, in the case of crude naphtha 
and 2%, which has been changed to 1%, in the case of crude 
oil, shall be deducted for evaporation and other losses, 
and the quantities remaining after such deduction shall 

be the quantities on which the purchase orice is to be 
computed as set forth in paragraph 3 (a) hereof." 

Now, that, I think, “hrows some light 
on it. It is not the pipeline department of the Rovyalite 
Oil Gomprny that is getting, really so Tar as this contract 
is concerned, getting the 1% line loss deduction. It is 
the crude oil producing department which is getting the 
deduction. The pipeline seems to be satisfied with the 
15¢. The Royalite Oil Company says to the seller of the 
erude "We will pay you #1.20 for your oil but we will 
deduct fron every 100 barrels that we buy from you @ 


parrel. we will only pay you for 95, although we buy from 
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you and take from you ROO Sot 
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THE CHAT RAN: Your suggestion is the pipeline 
department gets no benefit from this barrel, whereas the 
pipeline department suffers alll the loss if the line breaks, 
does it not? 

MR, FRAN LAY: well, the company does, I presume, 

the pipeline department. 

THs CHALRMAN: Well, we always have that confusion, 
speaking about three or four companies in one. 

MR. FRAWLAY: Where do you find the revenue? 

Well, you see, Exhibit "29" of course. rather puts another 
interpretation, that it is agreed that the transporter, 
being the Royalite, will deduct 2% by volume. 

And they are the transporter under that agreement? 

Under that agreement. 

SO 3% does not add much? 

The point is that it is the transactions of one eompany 

and when we deal With the pipeline department as agains t 
the crude oil department it is still the one campany, for 
the purposes of their accounting they have put, the company 
has put it into the pipeline department, but now at the 
same time you may recall in the Jersey sta «ient, Exhibit 
"97" it does not go into the pipeline department, it goes 
to the crude oil and the crude naphtha and so forth, but 

in the books of the comoany it is shown as pipeline revenue. 
TH: CHAIRMAN: Well, at the moment my difficulty is, 
it may not be important, I may be just wasting a lot of time 
to try and understand it, but it seems to me, treating this 
company just as a transporter of oil, the pipeline campany, 
for the moment, that they should be given 4 rate which is a 
fair rate, ~ that 1s our job to recommend it at least, = 


and that if we are to be fair we must give them a rate 
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which will not only permit of the actual carriage to-day 
but should make some allowance for the misadventures which 
experience shows such a company is Likely to meet with. 
MR. Fs Al tes ves. 

THs CHsaTRMAN: Which would include evaporation and 
breaks to the line, and if it leads somewhere eLsen ait 
right, but I think that has to be taken into account in 
fixing & rate. 


MR. FRAVLEY: Well, Todo not kmwtiowed2tfieuu, a+ 


would be. 
THE CHAIRMAN: You cannot charge it against them as 


something received without giving them some consideration 


because of what they may face to-morrow. 


WR. FRawWLay : Quite so, 
THi CHALRwiAN: They are receiving it for that purpose. 
WR. FRavLEY : It seems to open up a wholly new 


ground, and I do not know to what extent Mr. Morrison cam 
now go back and make any fen submission. What your 
lordship is now saying I think leads back to what I said, 
give them something in the rate to buy an insurance policy 
or build up a reserve or something, they cannot have it both 
ways. 

Jy Ome Oi Gran Gis Rice aai Wo, but it cannot be nut against them 
as something which increases their revenue, I do not know, 
Mr. “@orrison seems to think it does not make any difference 


if they make five million dollars a year out of this line. 


WR. FRANLHY: That is something else. 
THE CHAT RMAN: — think,perhaps, it would have some 
bearing. 


MR. FPRAWLSY: I am going to discuss that with Mr. 
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Morrison, but I think with respect 


MRe FRAWL:Y: Do you regard that as a separate 


matter? 


t 
ao. lt am of the opinion that. the pipeline losses is a 


distinct and separate matter from the rate for transporting. 
His lordship has now called your attention, thee you do not 
think the past profits of this company and past experience, 
is of any great moment and importanwe. to this Commissinn? 

I would not put it on that basis. I do not know to what 
extent the Commission wish to enquire into the past profits. 
Taking it on the instructions of the programme laid down 

We were ‘endeavouring to. ascertain the costs 

Yes, well, I want to ask you some questions about that 

Whieh Will, perhaps, bring out .what is in his lordship's 
Mim and, perhaps. mWis as good a time to get it-as any, 
this company has made, do you know enough about the comrany's 
aifairs over the past, sime its inception, certainly 

during the years you examined, that they have made a con- 
Siderable profit? 

The Royalite Oil Company Limited? 

The pipeline department? 

The pipeline department, certainly, they have made a con- 
siderable profit. 

Now, let us assume, 2nd they have made as much profit as 

they have money invested in the plant, is the total of their 
profit, is the total of the difference between revenues and 
expenditures as much 2s the total of the anxounts invested 
in the plant? 


I would not be prepared to say that because I have n& gone 


back prior to the year 1934. 


Have vou totalled the total profits of the connany far the 
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period you have, and have you comprred that with the amount 


they have invested ? 

TH= CHALRWMAN: 1 am just looking at the programme, 
on page 2 of the programme, you certainly say “Profits or 
losses” there. 

WITN SS ; Uh, yes, I know that item is there, sir. 
THE CHAIRMAN: lt was wondering if I was a party to 
this programme without having any regard to profits. 

MR. FRAWLEY: No, we Will have to know something, 

I think, about the profits of the company. The use %o 
Which we might put that information may be a subject of 
some controversy. 

THE CHATRMAN: Yes, before the words "What is the 
fair and equitable rate,’ what it should be, there is the 
clause, "profits or losses." 

MR. FRALEY: Mess 

MR. #RAWLEY: Now, are you able to give me any 
information at all, make any comparison between the profits 
of the company and the money invested in the line? 

Well, now, shall we say the profits and losses of the 
company as shown by the books? 


Oh, yes. 


(Page 2332 follows.) 
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Because you see the books do not discloge--= 

All right then, instead of meaning, yes I mean bsailohl! > 
apart from the allocated profits and the allocated 
amortization, in other words, apart from the profits 
they have taker and the amortization charges they have 
taken, cah .you tell us smething about the difference 
between the expenditures and revenues on the one hand 

and the amount cf capital invested on the other? 

Well immediately you depart from what We books show, 
then you have many varied answers as to what the profits 
are because it depends on what rate of depreciation you 
are going to suggest is a fair and proper rate. Now if 
we could merely assume certain things we can certainly 
get the amount of profit. 

Well assuming 10% profit» 

THE CHATRM AN: T have done a lot of interrupt- 
ing and I was just wondering and it is something for you 
to consider, es to whether or not in my bewildermsns I 
am not getting the orderly presentation of tir. Morrison's 
evidence made impossible. Perhaps we should have let it 
proceed to the very end and then see what he is going tc 
say. 

Me. FRAWLEY: Then see how much fault we can 
find with him? 

THE CHATRMAN : Yes. 

MR. FRAWLEY: ALT right. Wey Morrisen, a7 eye 
will proceed now to complete--~ 

THE CHAIRMAN: You just start where you were, Mir. 


Morrison. 
Yes, we were dealing with the revenue of the pipeline depart- 


ment as shown by Statement No. 2- I pointed cut thet the 


tetal revenue, according to the books, was $771,007.76 for 
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the nine months ended 30th September and reducing that 

to the revenue per barrel works out at 16.850¢ per barrel. 
We then come down to the expenditure, with depreciation on 
the basis of 5 years from lst January 1939, + now right at 
this point we probably have another G27 LA GGLt yin alert 
that we have prepared statements on varioug species of 
depreciation, from 5 to 80 years, and alsc on the basis of 
the depreciation as shown by the books. 

Q Run those over, will you Mir. Morrison, putting the pages 
on the record? 

A These statements which I refer to are contained on pages 2, 
5, 4 and 5. Fage 2 takes care of the revenues, which by the 
way is common to all different bases, it does not change. 
Then page < also includes the expenditure based on deprec- 
jation of five years from the lst cf January 1939 and ten 
years from the lst of January 1939. Page No. 2, sir, this 
one ks on the basis of five years and this one is on the 
basis of ten yeaars. 

Q Two to @ page? 

A To a page, sir, and then page <4 deals with it on the 
basis, pardon me, I missed the third, Noe 4 is on the basis 
of 15 years and 20 years. Noe 4 cn the bases of £5 and 30 
years, and No. © on the basis °f depreciation as shown by 
the books of the company. Now it will be appreciated that 
whatever figures I am going to give must be borne in mind 
by the basis which has been used for depreciation. 

Q Yese 


And I have no particulor desire to suggest that we should 


take one basis or another. The revenue 1s common to ell 


of them, as is the direct and indirect expensese It will be 


noticed on page 2 that the total direct operating costs are 


$128,401.42, which works out at 2.806¢ per barrel and the 
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indirect expenses $42,922.76 or ..938¢ per barrel, 


a total of $171,524.18, or 3.7449 per barrel. 

Now that figure of $171,324.18 was the figure that 
we left, that we spoke of on page No» 21. You may 
recall I pointed ous that the total of those expenses 
on page 21 were $171,324.18, which were the expenses 
before arriving at the profit of $599,683.58. Now those 
expensés are cozmon on all the different bas .s, whether 
it is 5 years o- 30 years, those expenses do not chan e, 
nor do they changs in the statement of the depreciation 
prepared by the company, being on page 5. Now then the 
thing which we have to decide now is, is there any par- 
ticular statement, that we wish te take for the purpose 
of discussing the balance of these amounts? 

Oh, I think you will just have to take a 5 and 10 year 


period and just show us the conclusion right in each 


Case. 
Very good. 

MAJOR LIPSETT: Are the figures given by the 
company on page 5, is that taking the 10% depreciation? 
That is taking the depreciation at approximately 10% per 


annum, yes. 


THE CHAIEMAN: And what depreciation, what are 
you allowing? 
It depends on the period of time, sir.» On the 5 year basis 


on the 5 years from the lst of Jnauary 1939, that would be 


on an 18 year basis--- 
MR. FRAWLEY: Show a percentage of what? 

Well I have not werked them all cut, it is about 4, you see 
20 years is a f% basis, it would be 5 or 6%, 5. somewhat per~ 
cent, and then the next basis of 10 years would be 6n a basis 


cof 23 years, which would be less than 5% and so on. Je go up 
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to ¢O years, that is 30 years from the lst of January, 
would be on a basis of 48 years, and 40 years is 24%). 
Now on the basis of 5 years we find that the total 
direct and indirect expenses amount to 171,524.18, or 
a cost per barrel in cents of 3.744¢ per barrel. 

Now the depreciation on an investment or an amort- 
ization on the basis of 5 years from the lst of January 
1939, will represent a charge to the operation for the 
nine months of y104,222.00 or 2.278¢ per barrel, bring- 
ing up the total before income taxes, to $275,545.18, 
or 6.02e¢ per barrel. 

We then figure income taxes at the prevailing rate, 
which would amount to a charge of 108,997.50, or 2.382¢ 
per barrel. 


There is @ small item for loss of sales or retirement 


of equipment amounting to $621.92 or .O013¢ per barrel, 


leaving the total cost, including income taxes, including 
all charges which we feel--- 
Just a moment, how do you arrive at that income tax figure? 
By taking the profit to the pipeline department on these 
bases and working it out at 22% which is the present rate, 
15% for Dominion and 7% for Provincial, will give us a 
total cost of $385,164.60, or a total cost of 8.417¢ per 
barrel. Now that cost is miort of one thing, to be proper, 
and that is the rate of return which ought to be allowed, 
that is not incluijied. Apart from that, comparing that 
cost with the total vevenue of the company shown above of 


¢771,007.76, it will show a profit of $385,843.16, or a 


profit of 8-433¢ per barrel. Now then you will notice that 
I said the company received, not for transportation but 


received as revenue including the pipeline adjustment, 


16.85¢ per barrel. 
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Q You do not mear the company, you mean this department? 


Yes, I an always speaking of the pipeline division of the 
company. 

Yes. 

The cost of that service on the basis of depreciation for 
5 years from the lst of January 1939 was 8.417¢ per bare 
rel, without including any amount for return of invest- 
ment and it showed a profit of 8.443¢ per barrel. That 
profit of course would be reduced by whatever amount ig 
allowed as a proper return on the investment. 

Now on the investment at that date, the net investment 
was $897,448.07. On a depreciation basis of 5 years from 
the lst of January 1939, would net to the company a return 
of 57.32%. Now it must be remombered that that net in- 
vestment is arrived at by taking the total cost to the 
company less a depreciation accrued on the basis of 5 years 
frem the lst of January 1939, or on a bends. of 18 years, 
Yes, and that is why, going: right now to the 10 year 
basis on the bottom of Page @, you have a different total 
net investment? 

That is correct. 

Now why again is that? 

It varies by the amount of accrued depreciation. The gross 
investment is the same always but the accrued depreciation 
varies according to the rate. 

Yes, so when you come here-== 


20 yearse 


At the bottom of Page 4% 


Yes. | 
You find that that figure, total net investment -- 


Is higher because the accrued depreciation is on a lesser 


rate. 
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Q Yes, that is it, now this works cut, what is that, 87 632%? 

A It represents what $305,843.16 compares with the net in- 
vestment of $897,448.07. 

Q Wel} now I call attention to it because you have said there 
was nothing in your cost figures for a rate of return on 
investment? 

A mhat is true. 

Q Because that would be quite impossible, that is sucha 
variahle that you would have to make out just 8 more series 
of statements running from, well you have on another page, 
running from 63, from 6% to 10%? 

A Yes, that is for another purpose altogether unless it is 
suggested, we are not suggesting in this statement what 
the rate of return should bee This is what it actually 
WAS. 

Q Yes, so I say, I suggest that the Commissioners can look 
at what the rate of return actuaily was? 

b Yese 

Q And they can have some idea what the comparison is be- 


tween any rate which they may lster--- 


A That is true. 

Q Later decide upon? 

A Yes. 

Q And there is just another way of doing it, it would just 
mean--- | 

A dell of course if we know what rate of return is going to 
pe allowed we can then figure i:- 

Q Quite, but not knowing, and taking as you said then the 
figures you have takenare just a latitude which you have 
set up in your own mind? 

A Yes, and merely for the purpose whieh I will explain when I 


come to that stages 
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Q That is quite right, you could not possibly have been ex- 
pected to work out a rate of return? 

A Yes, and the difficulty is that the rate of return varies 
the income taxes, that is to say if you set a lssser charge 
per barrel the profits of the eccmpany will vary and there- 
fore the income taxes payable will varye 

Q Now have yousaid everything you want to say about that, 
first? 

A vell that is the set-up of the statement, as I pointed out 
before, the details of the direct and indirect operating 
expenses have been dealt with in the statements of 19 to 21, 
the details of it, Statements numbered 19 to 21. 

Q Now subject, will you take others, will you go now to the 

20 year statement just to show what it looks like, you aan 
cover them all if you like, it is just a matter of saving 
time? 

A I ean go over each and every one. 

eh You might perhaps. 

Ps) Just showing the comparison, so you cantake the total figures 

they probably will give you the same idea, the set-up is 

exactly the same. 

Give me the total cost per barrel for each year period. 

Yese 

And the net profit. 

And the percentage. 


of return on investment. 


> © &-& OD & 


Yes: I think probably, that will be now for the year we have 
just glosed, for the period, this is not years now, this is 
all the same period but it is on a different basis. For the 


5 year basis the total cost in cents per barrel is 8.417 ¢; 
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the net profit for the year is 8.433¢; the net invest- 


ment $897,448.07, giving a return on investment of 


57 32%. 
On the 10 year basis the cost would be %.739¢; the 
tv 


the net investment is $1, 25,957.67 


Het prorit de Jslli¢ 
giving a rate of return on investment of 54 18%. 


On page 3, on the basis of 15 years from the lat of 
the cost is 7.460¢; the net profit is 9.390¢; 


January 1939, 
the investment is $1,091,998.17 and a return of 52. 46%. 


On a £0 year basis, the sost is 7.341¢; the net profit 


9.509¢; the investment $1,133,500.64 and the return 


Si. 19%. 
on the basis of 25 years a cost of 7.238¢; 


On page 4, 
net profit 9.61?¢; the net investment $1,161,570.74 and 


“the return 50.49%. 
On the basis of 30 years the cost in 7.165¢; the net 


profit is 9.685¢; the investment $1,182,447.03 and tho 


rate of return 49.97%. 
And on the basis on page 5 of the report, on the basis 


[shown by the books of the company for depreciation, the 


abat 7 929g | the net profit 8.92l¢; the net investment 


j 


i Shen SRS 
{/ $965, 657.97 and the form of 56.5 6f. 
lir.| Morrison, how do you ae that 56.36%, I really think 


y 


Q 
you ment ioned it before? 

A Yes| + ig the relationship of the net profit of %408 ,194.60 
on the basis I have just finished with compared to the net 


investment of $965,637.97 
(2340 here follows) 
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tke FRAULAY: It is a question, Mr. 
Morrison as to whether.... | 

A I am just looking at that figure at the moment. 

I noticed one further back here as to the percentage. 
There is some question, I noticed on the returns down 
here. I just noticed one amount as to the accuracy 
of the calcula tion of the rate of return. I would 

be glad to have an opportunity of having that checked, 
because while I did not do it personally, I have 
taken all responsibility for the figures which 

apje ar here. 


In the noon hour do that. 


> 


Yes, I would like to have that opportunity. 


Yes. Now what statement would appear to follow 


LO 


in logeal order after a discussion of those various 
rates Of) Lifts? 

A The next statement which would follow - but it has 
the same difficulty insofar as the percentage is 
Goncerned. I do not wish to give as being aceurate 


a percentage on return...... 


It would perhaps be more satisfactory if you would 


ro) 


be allowed to interrupt your evidence now, and check 


these? 


A I eertainly think it would. I do not wish to give 


the Commission a figure that is incorrect. 


&) 


That is right. Then if we might have a very short 


edjournment I can go on with some other evidence 


that might take some little time. 
& - Yes, I would like to have an opportunity of going 


into that. 
‘al MR. COIT ISSIONZR LIPSETT: Mr. Morrison, I wanted 
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to get another set of figures from you. I do not 

know what the effect of them would be. You lve 

in these years 1936, 1947 and 1938, you have taken 
three sets of figures as the capital investment, 

the final figure of capital investment being 
3897,448.00? 

Yes, that is the net capitel investment on the basis 
of the depreciation on five yeers from the lst of 
January.» That figure will change, as you will notice, 
on each different basis. 


I notiee that the capital rigure has gone up during 


the years 1936 to £938, from »277,000.00 to »897,000.00.. 


Yes. 

Does that mean that the nev pipe line vas being oon- 
structed during that period? 

Well that is one of the answers. In the main, that 
would be one of the major items, the new six inch line. 
Did they commence that in 1937 or 1936? 


It was commenced in 1987. 


I would like you to give us a figure on those lines, 


taking the capital outlay during either these last 


two years or three years, and allowing some reason- 


“gable basis of profit on the investment - I think the 


maximum figure in your Page 1 is 10%. So take that 
figure for this purpose merely’ 

Yes. | 

And give us a figure of how much of the capital 
expenditure in those two or three years has been 
amortized up to the end of 1938? Assumigg fer 


the moment that that should be taken into considerr 


ation in fixing the actual capitel in the pipe line 


<= 
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atveethne 6nd” or’ 1958. 

Now just so I will understand the situation. Do 
you meen that for the purposes of this submission 
I would ignore the position as at, say the 3lst of 
December, 1945, and prepare a capital structure 
commencing with the 1st of January 19367 That 

is to say all of the expenditures made by way of 
capital for the years from 1936 up to 1938, 
September 19387 

Yes, Cryo, une “oist- of December, 1938, if you Gan 
give us those figures approximately. 

Df-b can get their figures 1 will he glag to do Pt. 
If not, then to the S0th of September. That is - 
it would start on the lst of January 1936, and 

take all the capital expenditures made since that 
period? 

Yes. 

That is for pipe line only, I take it? It is the 
Pipe Line Dorartment | 

You see we have this other complication, Sir, there 
are certain. dbther assets, a portion of which are 
applicable because of the service rencered by those 
assets to the Pipe Line Department. You see the 
Flectric Plant, for instance, supposing there worse 
some large addition made to the Slectric Plant - 

I do not know whether there was or not - or the 
Boiler Plant or the Fuel Gas Lines, or some of 
those other items, a portion of which belongs to 
the Pipe Line Department. 

“@ll I would, without limiting your investigstion, 


I would suggest that you take the capital items 
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that are represented in your present figures? 


A Similar items. 
Q Similar items‘ 
A Yes, I ses. 


Q I just say frankly what I have in ming. It may 
be ridiculous or it may be sound, 1 do not know. But 
we have had evidence that the responsible officers of 
the Company were of the opinion that the life of this 
field was two or possibly three years‘ 

4 Yes sir. 

Q Taking the position of a Company investing in this 


pipe line, it seems that they have on the basis of 


allowing © ~ 10% on the investment? 
A Yes sir. 
Q And they are getting back some or a considerable 


portion or all of that capital outlay in those three 


years? 

fs Yes sir. I see. I follow exactly what you have in 
mind. 

Q I would like to have before us what the actual figurcs 


are, whatever the result may be. 

4 Yes sir, I understand. I will be glad to get that 
information. This will take a little time to get 
that. 

q I assumed that, and that is why I mention it now. 


Just so we heve the figures if any discussion arises 


about it? 
A Yes. 
Q There was one other thing perhaps you can help us on, 


Mr. Nolan's Exhibit "42" gives us the rate since the 


inception? 
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The Pipe Line rate, yes. 

The pipe line rete, and I think that is set out. in a 
somevhat different form in your Dage 25° 

That is correct. I have a statement showing the 
rates without any barrellage figures. 

I wonder if you could give us the picture of the 
revenue during those periods, and if you could work 
out either on -'r. Nolan's exhibit or on your own Page 
a5, what the deily revenue is over those periods. 
Yes sir, we can do that. The daily revenue from 
Pipe Line charges for the - how far back do you want 
to go? 

Mr. Nolan's exhibit, and I think your Page 25 give 
exactly the same period. The entire period? 

Yes, that is the entire period. 

Yes? 

And you want to go right back to the comxencement? 

I do not think it is a very long way. It is merely 
a matter of arithmetic? 

Yes. '6 will have to get the barrellage. 

MR. FRAULY: The barréllage is there in 
Mr. Nolan's exhibit "4c. 

That is the daily average. 

Pe aerOOM ALS Sl ON she LI Pasi gs And if we had the average 
daily revenue, the receipts? 

Veoe. hat: is Juxiibit "4a" "sir? 

Yes? There is just one thing, perhaps you might 
investigate for us in that connection? 

Yes sir. 

During the period from tne lst of lay, 1929, to the 


10th of February, 19417 
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A May lst, 1929? 

Q Yes? 

hs To? 

q 10, the LOth of February, 1931. 

4 Yes. 

Q There are two periods in Mr. Nolan's exhibit, 
Exhibit "42"7 

A Yes sir. 

q And it looks as if the daily revenue during that period 
was substantially more than the preceding or the 
succeeding periods? I would he glad if you would 
look into that parficular period and see if there 
was any special capital outlay that that extra daily 
revenue might possibly be related to in any way? 

4 27 Tes sir. 

Q You will get all these in the notes, ir. Morrison? 

A Yes. 

Q And if you would also look into whether there are 
any exceptional or apparently exceptional daily 
takings in any of the other periods, and if there is 
any special reason for them? 

A Yes. 

Q THE CHALRPAn: You said you had to send 
for a witness, lir. Frawley? 
ie. PRAVLEY: No. I can do that within 
a fer minutes. 

THi CHAIRMAN: Do you have to send to town? 
Ma. RE SLY: No, just downstairs. 
Q i. COMMISSIONER LIPSETT: There is also another 


Exhibit "43" which ifr. Nolan put in’ 
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Giving the capital outlay? 
LT am familiar with that exhibit. 
THS CHATREAN: The t ie in rough for us to 
consicer over the holidays? 
Yes. 
Pe COMiILSSlOvE’ LIPSET?T: I do not know whether it 
would be possible for you,.or perhaps ‘ir. Folan, to 
give us the approximate dates when that capital 
expendituro took place? 
‘ell, I think in the main, the Company's records will 
Show that. 
hte WOLANS The records will show it. 
It can be done. : 
THE CHAIRMAN: I do not think it is worth 
while calling another witness now. 
MR. FRAWLEY: Mr. Coultis is here. He 
has that map that was asked for. 


TH CHAIRMAN: All right. 


- G. GCULTIS, reealleds- 


Ce etal 


TH CHAIRMAN: You are offering a map, 

tir, Frawley? 

Iam offering you a map that I asked your permission 
to prepare to replace this old mA D th. t is showing 


entirely too much equipment, and that would he 


confusing. 


"lg should lock at the map you now produce instead 


of Exhibit? 


PRAWLAY: Exbibis. "78" 
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THY CHAIRLAN: Instead of bxhibit "78" 
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Before you say anything more about it we will have 
this marked. 


WAP IN QUSSTIOU IS Nw 
MAikaD J2HIBIT "94", 


All of the equipment including tanks, pipe lines 
and the number 1 Trunk Line Pumping Seton all 

is property of the Pipe Line Division, and it is 

a much clearer map than the smaller one. 

And is all of the property that belongs to the 

Pipe Line Division? 

Yes sir. For instance this battery of tanks, there 
are ll tanks shown here. 

Te we As es barked on sxhibit "94"? 
Well there are 13, two of which are in dotted lines. 
That cén be confused. Those tanks are not shown as 
they are not the property of the +tipe Line Division. 
You have eliminated on map, wxhibit "94", everything 
that is not unécr Poti peau ne Superrision as 
Superintendent of the Pipe Line Division? 

Leave, OLrs 

And are the capacities of the tanks shown? 

Both the capacity of the tank and the size of the 
tank in height and diameter. 

Mr. Coultis, tir. Nolan has made the suggestion to 
me, which I am very glad to accept. Can you tell 
us something re the hazards of transporting 

oil through this particular pipe line, and generally 
too? 

‘hich I assume includes storage? 
Haxards of storage? 


And transportation. 
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“ell, evaporation and everything that you, as a 

Pipe Line Division, suffer as hazards you can tell 
us about. Wot what your other departments suffer. 
Taking evaporation alone, we begin to suffer evapor- 
ation losses from the producers' tanks from the moment 
that we measure his oil until such time as that is 
pumped out and later until the latter gauge is taken, 
or the latter measurement in the bottom of the tank. 
Then there are losses continuing along the way until 
it arrives in the terminal tankage,for evaporation 
also takes place ~ it takes place in three different 
tanks, in the field. A “ood deal of it the producers' 
tanks. The field collecting tanks and the Division 
and main line tank farm. It also evaporates in the 
terminal tanks in Calgary. That is evaporation; 

you have line leakage and line breaks and lossus, 
some of which are fairly serious, some very serious, 
and others sot quite as bad, due to leakage around 
your pumpse There is your equipment,at all joints 
in the line if not carefully watched. ‘ie have 
net hazard and that is thieves. Pipe line 
tappers. They have tapped-several years ago they 
had tapped practically overy gathcring linc I owmed, 
and had gone out and tapped the old six inch line, 

or the loop line on the old four inch. They 

tapped it under a building not belonging to us, 

and instead of making a proper job they used red 
rubber packing, vhich dissolves, and I have no 

idea how much oil ran out in that farmer's field, 

and right under the building, fortunately in which 


there was no fire. After obtaining a conviction 
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of two different crowds of thieves that has somewhat 
ist up. Our hazards on trunk lines from breakage is 
vary serious from the fact on both lines we go to an 
altitude of practically 4300 feet. Jumping ¥rom 
3960 feet at the trunk line station, and climbing 

to 4400 feet, and dropping through the valloy of 

the North Fork a distance of about six miles, which 
is in the form of a depression with very high ranges 
of hills on both sides. In hie event of a break 

in that area, those lines would immediately drein 
out from both sides. In the case of the new six 
inch line, should it break in that area, or on this 
side of the range, we might get as much as 10 miles 
drainage. That would amount to about 182 barrels 

per mile, and approximately 64 barrels per mile in 
the four inch pipe, and regardless of your valves 

or your safeguards that we put in there, particularly 
in the winter when the gagard is greatest, I do 

not think my men could travel fast enough and loante 
that leak and close the valves providing they were : 
in a proper position on the line. In addition 

to that breakage you might break on a highway. 

I would not like to go into what would happen in that 
condition. Fire, both on the trunk lines in the 
event of a break and particularly at or near the 
tank locations is an ever present hazard both in 
winter end in summer from many causes, static, 
lightning, stray currents and tenk leakages, . round 
each tank we teke every precaution poxsible. ‘-e 
built a fire wall, that is equipped to the capacity 


of that tank full, but even at that that tank might 
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in case of fire, come over the fire wall. ab 

believe those are the main points of hazard. 

And that is a very helpful and a very clear explan- 
ation. ‘sShat you are pointing out are the things 

that may, in your opinion, may very probably 

happen to your line as you go along operéeting. 

At any time. This is a particularly difficult 
country to operete pipe lines in beceusa you have 

@ great deal of earth movement in the Wintsr time 

and towards Spring. 

The fact is you have been, perhaps, fortunate? 

You have had a pretty good experience over all from 
1933 on in your actual losses? 

Yes sir, and I might say that our system at the 
present time is largely new. 

Yes? 

And naturally in the strongest condition that it 

ever will be. 

Yes. This might be a good time to oall your attention 
to the fact that in 1933 your actual losses were 
21,661 barrels; in 1934 25,759 barrels; in 1935 
25,533 barrels; in 193@ 27, 466 barrels; in 1957 
24,613 barrels, and in 1938, the first nine months, . 
24,248 barrels. There seems to be a pretty con- 
sistent annual loss, Hise much the same all through 
the years, although your total through put hes 
certainly gone up very meterially? 

Ts ‘that the total loss, Sir, or doses that refer just 
to the trunk Lines? 

These are the actual losses. I am reading, of course, 


from Paze 26 of r. siorrison's report, ur. Coultis, 
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and this is what he has listed under actual losses. 
I presume they are the total losses. I presume 

it is the difference between what you put into the 
line and what you delivered to your customer’ 

A of course, in those deys we did not. have any gathering 
system to speak of. 

Q But even taking 1936, it is 24,248, in the first nins 
months, and in 1953 it was 21,661. It has been running 
around 21, 25, 25, 27, 24 and 24. You see the percen- 
tage, of course, is interesting. In 1933 you did not 
deduct enough, not nearly enough. You only deducted 
13,990, and you suffered an actual loss of 21,661, 
which incidentally was 3-1/3% of your actual through 
put, and then in 1954 you did not take enough. You 
had an actual loss of 25,759, and you only deducted 
17,828 and incidentally that year your loss was 
2-2/3%. In 1935 you were getting a little better, 
but you still had not deducted enough. Your deduc- 
tions were 25,455 and your actual losses were 
25,534, or a loss that year, your percentage was 
2.85%. 

« LOLAN: There must be an error in 

this mtmeograph copy that is being used. 
MR. FRAULAY: The correct figures are 
23,155 and 25,533. Then in 1956 you are still 
Slightly see In 1936 you deducted 26,500 barreis 
and you suffered an actual loss of a7,463, and 
your loss by the way, that year was 3.04%. Now 
we come to 1937, and the picture changes very 

In 1937 you made a deduction for 


considerably. 


line losses of 6C,918 barrels and you only suffered 


ae 


Kemmreth—d.—Lorrison. 
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an actual loss of 24,613 barrels, and your percentage 
of loss, by the vay, in 1937 was .98%, just about 1%. 
In 1958 that same thing continued. You made a 
deduction of 88,277 barrels, and your actual Losses 
are only, for the nine months' period of course, are 
Only 24,248, and by the way, you are about half of 
1%, or 2.525% is your actual loss, and that is the 
percentage of throughput. In looking over this 
statement whet do you think about it? “here your 
through put goes up so much it certainly makes 
your deductions rise - night I suggest at the moment - 
out of all proportion. Because you see what you 
have done. Your deductions are 60,000 barrels and 
your line losses constitutes the same - in fact 
they are even less in 1957 then in 1936, when 
you were only putting through so much less. 
That is an interesting comparison there, tir. Coultis. 
In 1936 you made a eduction - well take your 
through put, your through put is 942,080 barrels, 
and your deductions were, or rather your actual 
losses were 27,465. That was a lighter product 
in 1936 then 1937, I prestme? 

A YsSs. 

Q And tlt may account for it. Therefore, I do not 
want to become argumentative About 26,702 gust want 
to call your attention to these figures. Now 
let me put this to you frankly, as Superintendent 
of the Pipe Line Department don't you think your 


line losses deduction is getting far bigger than 


you need? 


4 Not at 1% Sir. 


+ 


Sea 
ua 
t 


tom 
, 


” 


; 


Fee os ST iy 


-2353~ 


Not at 16? 
Not considering the type of product we handle. 
In dollars and cents, because that is what is 


important, in dollars and cents you have..... 


THE CHAIRMAN: That is 1% on crude. 
MR. FRALEY: 135 on crude, and 2% on 
naphtha? 

Yes. 

THS CHAIRMAN: ‘hat does he say about 
the 2%? 


I think from past experience thst we would be able 

to get by with 2%, assuming that we have no serious 

fires or serious breakes 

MR. FRAWLEY: In 1937 wm t was your percentage 
On deduction? In L957? 

THE CHAIRMAN: ell gentlemen, you can think 
about it. 


(At this stage the Hearing was ddjourned until 2 P.M.) 


(Go to Page 2554-). 
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2:00 P.M, Session. _ 


MR. FRAWLEY: i want to offer as an Exhibit, Mr. 
Chairman, a statemént called "Turner Valley Production 
and Pipeline Déliveries for the year 1938", I have shown 
it to my friend and we are in agreement as to its correctness. 
MR, NOLAN: Yes, we say it is substantially correct. 

(Statement of Turner Valley Production 

ani Pipeline Deliveries for the year 

1938 produced and marked Exhibit "95".) 
MR. FRAWLEY: Now, I want to say this about it before 
I use it, looking only at the tap part of it, that is the 
production, the figures for the months of January to 
November inclusive are actual. They are figures which are 
Obtained from or are compiled from returns made by the 
producing companies themselves, that is both as to oil wells 
and gas wells. for the month of December these monthly 
returns of the producing companies are not yet to hand, 
but the Gonservation Board tells me that this is a figure 
Which is a very close eee or it is an estimate prepared 
vy their own field engineer, from daily reports from their 
own field engineers, and, as I say, it is chiefly for that 
purpose that I showed it to Mr. Nolan, chiefly for that 
month of December. We are in agreement that the total for 
the year 1938 in.barrels, for crude oil was 6,025,048 . 
barrels, or a daily average in barrels for 1958 of 15,507. 
Now, the pipeline deliveries to the Calgary refinery are 
actual, those are actual, there is no question of estimating 
there. These are returns from the pipeline company and we, 
therefore, may take the crude oil average, daily crude oil 
delivery of 15,246 and the total am -barreis,’ ineludes 


absorption and separator naphtha. 16,403, as being accurate. 
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The total in barrels for production when you add the 
product of the gas wells is, the daily average, shows a 


daily average of 18,290 barrels, I will ‘cali Pre Boatright. 


ER. BYRON B. BOATRIGHT, having been recalled, 
examined by Mr. Frawley, said: 
Dr. Boatright, you are still under oath? 
Yes. 
Now, there are two or three matters that I want to discuss 
with you, -you did, in estimating the life of the field, 
you used a figure, and for that matter all of the experts 
dia, of average daily production for the year 1958 of 
15,000 barrels? | 
That is right, a day. 
15,000 barrels per day? 
Yes. 
I think, first of all, we should have, you might tell us 
where you got the figure because I am anxious that the 
Board should know? 
That figure was obtained from Mr. Morrison who, in turn, 
had obtained it, I believe, from the records of the 
proceedings in Ottawa, wherein that figure was quoted. 
Well, Mr. Morrison will tell us that, perhaps. Mz. Morrison 
now tells me he got it out of the records of the Royalite 
Oil Company? 
I did not know, of course, where he did get it, 
The Royalite Oil Company? 
Yes. 
But, in any event, whatever that figure was really in the 


records of the Royalite Oil Company you took it to be the 
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average daily production? 

That is correct. 

Fron the field? 

That is ee 

Quite innocently and bona fidedly you took it and made your 
calculations on that basis? 

Yes. 

And, perhaps, it would be a good place for me to say that 
t assume the major portion, perhaps all of the responsibility, 
because I should have, checked with the Conservation Board 
where the figures were either available or could be avail- 
able, and I should have observed that error long before. 
Now, you have, of course, at my request...;.. 

MAJOR LIPSHTT: Is that figure comparable with the 
16,507 or with the 18,290? 

MR. BRAWLEY : No, 15 is comparable to the 16/507" 
faenuenot, Of crude oil? 

PwWeeeaiave: FO get a copy. 

You were taking it, in any event, whatever it was, in the 
records of the Turner Valley, of the Royalite O11 Company, 
you were taking it for your purposes as bei what? 

As bein: 15,000 barrels ver day, or at Tive.andraiat 
Witon barrels per year. 

Of what? 

Of crude production. 

iy ae that is what you were taking, and if it was 
not the correct figure, that the important thing is what 
you were using it for? 

And I was using that figure to determine the life of the 
field based upon my estimated reserves of 170,000 barrels 


of crude oil in the crude oil area of the Turner Valley field. 
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Q Yes? 

A The figure of thirty-one years which I gave as being my 
estimate of the life of the field was based upon the 
assumption that the production from that field would 

| average five and a half million barrels per year during 
that time; in other Words, the thirty-one years was obtained 
by dividing my estimated total »roduction by the 15,000 
barrels per day or five and a half million barrels per year. 

Q TH: CHal RiiAN : You ‘said 170,000" Darrels) or crude o11% 

q MR PRA LEY : 170,000,000 you should have said? 

A BAe; OO0 ,OO0, lam sorry. 

Q Now, will you proceed to complete the difference which 
there will be in your estimate, using the figure Exhibit 
noo tor. crude production? | 

/ A Yes, 1 might explain that in my original estimate I took 
the complete reserves from the field, that is gas, gasoline, 
gasoline naphtha and crude oil, and used some figures which 
included those reserves; ie this 3stimate which I am to give 
you now only the crude oil reserves are included.” In my 
original I estimated the crude oil reserves would amount 
to 170,000,C00 barrels of oil;up to Jenuary lst, 1938, 
there had been produced 2,702,976 barrels of crude oil only. 

& Where did you get that figure? 

A That figure is taken from the records of the Government here 
in Alberta. 

And were furnished to you? 

Vere furnished to me by Mr. Beach and are shown by Exhibit 
Pe PL belreve it Was. 

Yes? 

That is the figure for the crude oil production up to 


January lst, 1938, and does not include any naphtha or 
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gasoline. 
MAJOR LIPSHTT : Who is Mr. Beach? 
MR. FRaWLEY: My. Beach is in charge of the 


Petroleum and Natural Gas Division of the Department of 
Lands and Mines here in Calgary. Well, in any event, he 

is a member of the staff of the Department of Lands and 
Mines in Calgary. 

WITNESS : And his records show that the oil 
production only from the Turner Valley field up to January 
ist, 1958, amounted to 2,702,976 barrels of crude oil. 
During the year 1938 there were produced from the wells in 
tae Turner Valley field-.6,025,048 barrels of [oil, crude 01k, 
AS. shown in ixhibit "95", which we have just filed? 

Yes, making a total crude oil production from the field 

of 8,728,024 barrels. 

Using Mr. beach's figures for the period up to 1958 and 

the wxhibit "95" for the year -1958% 

They os correct. ~. -in my original estimate I estimated 
that the total oil reserves. of the Turner Valley field 
amounted to 170,000,000 barrels; subtracting from that 
170,000,000 barrels the production to date, or to January 
lst, 1939, of 8,728,024 barrels, leaves a reserve of crude 
oil in the Turner Valley ficld as at January 1st, 1959, 

of 161,271,975 barrels; using the rate at which crude oil 
was produced during the year 1958 and amounting to 6,025,043 
barrels, the life of the field as at January lst, 1959, would 
amount +o 29.8 or aporoximately 27 years. 


Yes? 


; ipeli z rei ve 
Now, in my estimate for pipeline purposes wherein I ga 


20 years, I made the statement, I believe, that realizing 
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that figures of the type which had to be used in arriving 
at any estimate on the life of the Turner Valley Pislay 
that those figures did not represent an accuracy of over 
70% and in order to be conservative it was my opinion that 
the life of 20 years would be a reasonable assumption for 
pipeline purposes, at the time I made that statement that 
figure of 70% in my own mind referred to the figures used 
in arriving at the 170,000,000 barrels of oil and did mt 
include a provision for inaccuracy in the assumed fixure 
of five and a half million barrels of sroduction. ni 
assumed that that figure was anoroximately correct and used 
Peas such. 
Yes? 


That means then if I use the same reasoning that I used 


then I must reduce the estimate pipeline life to approximately 


19 years instead of the 20 years which I gave you. Of 
course, that would be 70% of the 27 years approximately, 
WUVCHOWO ULG- Zi Veisies.s «6 

Which you have given us? 

About 18.9 years, using the 27 years figure. 

So your 20 years becomes about 19 years? 

Under that reasoning it becomes 19 years. 

All right. Now, Dr. Boatright, some question has been 
raised as to the probability or imvorobability of the 
Turner Valley reserves, which you and the other gentlemen 
estimated, being drilled up, in other words, that is a 
pertinent thing, you will agree, to this Commission, 

to know, to have some idea in any event as to what the 
probabilities are that this field should remain undrilled, 


undeveloped, or whether the probability is the other way, 
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that the field will be developed, and what are your views 
as 7o That? 

E think that it is highly probable that the field will be 
driibled up. “The well Spacing in the field is one well 

to 40 acres anc I believe that the field will conservatively 
produce at least 17,000 barrels per acre. That means then 
that that 40 acres per well it will produce in round figures, 
Will produce 680,000 barrels of oil. That 680,000 barrets 
Orrell is certainly sufficient to justiry drilling and 
provide a reasonable security against probabilities of 

dry holes and things of that sort, and I know that in the 
United States that fields have been drilled and are being 
drilled at the present time with no more security than 

that given by drilling in the Turner Valley field. As far 

as other fields being developed in the Alberta Province 
influencing that question, I think there is no doubt 

that if a shallow field were develoned and no additional 
demand was available, that it might result in slowing up 

the drilling: However, that is a problem of the future 

and is something that cannot be forecast. However, nA do 
know that in the United States, that the deve lopment of 
shallow fields has not sepa the development of the deeper 
fields @nd in fact deeper fields are being developed at 

the present time in face of an over-supply of crude, which 
is much more severe than it is in this Province, and I see 
no reason to assume that the Turner Valley field will not 
be drilled up in the future at a reasonible rate. 

While we are on that point, Dr. Boatright., I cannot resist 
the temptation of asking you what significance you attach 


to what we see in the newspaper this morning, that the 
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Home-Millarville well was Showing a bottom-hole pressure 
of 5,055 pounds? 
That simply bears out the prediction which was sade, that 
original pressures in the Turner Valley field amount to 
something over 36 pounds to the 100 foot below an elevation 
of 4,000 feet above sea-level. 
and is it a good sign that they are finding that bottom- 
hole pressure in the Home-Millarville well? 
Mes. at isis 
Now, Dr. Boatright, have you in your experience as a 
Petroleum ingineer had something to do with pipelines? 
Yes. 
TH: CHALRMAN: Before you branch off there, there is 
a matter which you. might. speak to,,-Dr, Boatright, from 
your Sxperience, and it is this, we have been told by ur. 
Davies, I think, it was, that any producer who is con- 
cerned only with producing crude oil has never made any 
money in Turner Valley. If so, what is the assurance that 
peonle will spend the money to drill wells and, therefore, 
provide oil to nut through this pipe? 
Well I, of course, have no means of knoWing on what Mr. 
Davies based that statement. However, I do not believe 
that that statement is correct in the sense that it means 
that they are losing money on every barrel of crude. oi) 
which is being produced every day in the Turner Valley field. 
In other words, at the price of »l1.20 a barrel, under the 
conditions existing in the Turner Valley field, I certainly 


see no reason for a statement of that sort. 


At that price they should? 


They should be making money, certainly. Now, I think the 


point sthat My. 


Davies had in mind when he was discussing that 
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was that in the long rum and in putting up the cost of 
drilling the wells, that the producers could mt see 

enough oil in sight to be assured that their money would 
be returned and that statement in turn was based, I believe, 
upon his estimate of 680% barrels per acre, and he was 


a RN ct 
ete 


ee in that ee ech, af there was wee 6800 barrels oe 


eee 


acre I eae that he made caloulations Anowane that on the 


"present development something « over - four ‘million dollar: 


would have to be lost by the Royalite O42 Company alone, 


Seemnentaecentescteeeens 


put a statement such as that has no weight at all if as, 


eee sore pore BERET ese * 


I believe, the reserve is 17,000 barrels per acre. JDoes 
that answer your question? 


THe. CHAT RMAN : Mess. 


(page 8363 follows.) 
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Q “ith 17,000 barrels an acre vou stete a producer 
should make a god profit? 

4 Certeinly. 

Q 4nd would leed to capital coming in and pzople ready 
to produce? | 

A Yes. 

Q There are always people ready to enter a field where 
@ good profit is available? 

4 Yes. In other words, I believe the reserves of the 
Turner Valley field are sufficient to return the | 
invested capital and the necessary development and 
the production to give a fair rate of return on the 
investment, an attractive rate of return on the 
investments’ 

6 MR. FRAULIY: Is it of any signifioamee 
that in addition to the answer you have just given 
to the Chairman, that in the case of an integrated 
company there is a further inducement to continue 
drilling? 

Lf well, of course, that will certainly affect the 
operetions because of the fact that an integrated 
company has other sourees of profit, pipe line, 
refining and marketing profit. That naturally 
adds to the attractiveness of investing in a field 
of that type. Added to that, in that respect, 
is the fact that they are continuing to drill, 
acguiring acreage and holding acreage in this 
field. 

Q Which means this,-while I do not want to subscribe 
to the theory, that gradually by one means or another 


the Royalite Company is assuming control of Turner 
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Valley ~ .still the fact is, I take it, that the 
Royai.ite Company, .as an ‘itera tanonmee ny would 

be the last to leave drilling among ell the produce ing 
companies? 

I believe that is correct. 

What has been your experience, just for the purposes 
of the record - you have had some experience over a 
period of years in connection with the operations 
Ofvaxpipe Line? 

Since about 1926. That experiense includes actual 
design, the operation of pipe lines of various 

types, and teaching the subject of pipe lines as 

a portion of my duties at the Colorado School of 
Mines. 

Now you have heard the evidence in this case with 
respect to the storage which the Royalite Company 

is renting from the Inperial Company in the Kefinery 


yard at Kast Calgary You uave heard that evidence? 


$ 


YEsusiay 

You are aware that lir. ::orrison has eliminated a 
charge appearing in the 1938 accounts of some 
$14,000.00. He said he did that in any event on 


his own responsibility as an accountant, but he 


there was guided to some extent, or at least had 


his views confirmed by you, that is true is it? 
That is true. 
You do agree then with the elimination of this 


charge from the 1938 accounts of the Royalite Oil 


Company? 
L. (do. 
Why do you say that? 
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& I say that for several reasons. In the first place 
it is by no means the uniform practice among 
pipe line companies to furhish storage at refineries. 
I know of numerous instances where such storage is 
not furnished by the pipe line company. Js a 
generel rule pipe lines are interested in maintaining the 

very minimum amount of storage wiich will suit 

their individual requirements. Furthermore, I 
advised Mr. Morrison,that I did not think this charge 
was proper because of the fact that it is common 
for refining companies to furnish, at the time they 
are built, approximatcly sixty days' storage. That 
is €@ pretty general Wied) Dee borne out here 
particularly by the Imperial Oil Company Refinery 


end che pro jected- refinery of the British American 


SS, 


Oil Company. _coatempla tes a 240, 000 barrels SNe a 
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for a four and a ned by thousand barre is a Bay 
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refinery. The storage Sac ries in feet foote 


Refinery amounts to something like 320,000 barrels, 
which is slightly under the sixty day storage 

supply that most refineries provide, with the excep- 
tion of the Lion Refinery.. Mr. Plotkins’ oil is 
delivered by the Imperial or by the Royalite. 

The oil is delivered by the Royalite to the 


Imperial Refinery for the British American. Certainly 


el 


NR 


in those two cases I can see no justification for 


a charge for storagée Further, as far as Plotkins' 
eee 


Refinery was concerned, he is charged 6 cents for 


delivery to his refinery. I advised Mr. Morrison 


I did not think a charge for tanks was proper as 
aa aS 


tievoipe. dine is. being operated at the present time. 
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Now, vr. Boatright, if the Commission should be of 
another mind and felt that this company shoulé be 
allowed some terminal storage at Calgary, what, 

in your opinion, would be a reasonable amount for 
them to maintein, having in mind the natume of 
their operations, as you know them? 

I can ree no reason for terminal storage in excess 
of that in the field itself. In other words, about 
118,000 to 120,000 barrels. 

Have you an opinion as to the method which the 
Commission may use to arrive at what annual charge 
Should be allowed to the Royalite Company to take 
cere of storage, of terminal storage at the Calgary 
end on 118,000 barrels? 

I think in the event it was decided the Company was 
entitled to terminal storages, I have suggested I 
think that the proyer charge would be based upon the 
expected life of the field. A straight line of 
depreciation based upon the expected life of the 
pipe tino plus reasonable operating charges 
necessary for heating and taking care of that 
tankage. 

And would it be prowr then to regard that storage 
having been constructed, as a proper addition to 
the rate base, and the’ cost of carrying it to be 


obtained out of the rate to be fixed on the rate 


base? 
Yes. 
That is how it should be handled? 


Yes, that would be my suggestion. 


THE GHAIRMAL: ‘that would such storage 
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cost? 

MWRe FRA’LIY: Can you give us some figures? 
I believe ifr. Morrison has shown some figures in his 
report on the cost of the tankage which is already 
installed in the fieid. Of course, that tankage cost 
would depend on the size of the tanks or the conditions 
surrounding their construction. Howsver, I believe a 
figure of 7% cents per barrel is the average cost of 
field storage. Using that same figure then on 110,000 
barrels, it would involve an investment of about some- 
where in the nsighbourhood of 80,000.00. 

MR. FRAVLOY: And the term of that invest- 
ment, after having arrived at it, would follow Bete 
the lines you have just indisated? 

That is correct. 


Amortized, and rate of return and so on’ 


Amortized at the rate that your pipe line was amortized! 


at, and providing a reasonable operating expense for 
heating and operating the tanks. 

I had another note, as to whether or not it is in 
accordance with ordinary pipe line practice to inelude 
in the carrying rate a charge for gathering, without > 
making e@ particular charge or special charge for 
gathering? 

It is done both ways. Some companies make a gathering 
charge, which is separete and distinct from the main 
line charge. Other sompanies make a main line charge 
which, of necessity, includes the gathering chargé, 


the gathering charge of course being an appreciable 


portion of the total charge in small lines, that is, 


in short lines. 
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In this system cir. Coultis runs @ line out a long 
distance to some wells and a very short distance 

to other wells. So that it looks as though, and the 
fact.apparently is, that these charges are all pooled, 
that is the man close in pays the same ptice as the 
man further. out? 

That. is correct. Of course that might look somewhat 
unfair in certain instances, but it certainly would 
not be practical in my estimation to attempt a 
division of the gathering charges on the basis of 

the length of the line to the gathering pump 

station. It would not be feasible to put ina 
separate gathering rate Tor wach individual well or 
lease. I my also say in thet connection, so far 

as I know there has never been any gathering rete 
devised utilizing the principle of separate rates 

for each individual well or lease. 

ve had some dissussion on that, and Iwant to get the 
benefit of your advice on all these matters that have 
been troubling us. ‘Ye were talking at considerable 
length this morning about line losses. The question 
arose as to whether the benefits which come to a 
Comrany - if they are benefits, and when they are 
benefits - should properly be taken by the Pipe Line 
Department of this Multi-vDepartment Company, or 

taken by the Crude Oil Purchasing Department, which 
is also one of the departments of the Company. Have 
you any views about that? 

Yes. The practice is common in the Unitzd States 
that the Pipe Line Company itself takes that so-called 


line loss. That line Loss is designed to take care of 
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necessary transportation losses, and is commonly 


* 
ze 
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set up as separate and distinet charge. The line 

loss rate commonly used in the States runs between F 
1 and 4%. The most common rate in use at the present i 
time, I believe, is 1%. -And that figure, that | 
deduction from the producers' erude volume is made 

to take eare of the necessary losses in the trans- 
mittal of oil and in the storage of the o1l in the 
necessary tanks, and equipment. The charge is not 
unusual. In fact, it is universally made. 

If a Company in one of tre Texas fields has - well 

the Pipe Line Company is separate is it? Does it do 
anything more than carry the oil? 

As a general rule the pipe line is not a purchaser, 

is not a crude oil purchaser, although in the conduct 
of the pipe line business it may act for someone 

else and purchase crude at one end and transmit it 

at the other. Ordinarily the pipe line company is 
separate and distinct from the so-called erude oil 


purchaser. There is a definite reason for that. 


i pipe line in the United States is a common carrier, 


and tries to hold their tankage at a minimun 

to avoid interest, etc. The purchase and storage 

of oil either for price raises or for the market 
demand is usuelly carried on by the so-valled pur- 
chasing sompanies, which purchase the crude for 
storage and re-sell it at some later date. 

If a pipe line company is a carrier and on y a 
carrier, then by making a deduction they are Virtually 


adding to the pipe line rate.per barrel, are they 


rot? 
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ae 


Yes, in effect that is wmt happens. 

ff I have oil which is merely being carried by the 
pipe line company you have in mind, and they charge 
me 10 cents a barrel to bring it in, and they charge 
me something else, I am paying the 10 cents plus the 
something more per barrel? 

That is correct. 

Pit weat tool sn LL Tr: Have you considered any 
question of the distances at all, lr. Boatright? 

You mentioned pipe line losses in the States, and 
certain percentages. Are the distances there con- 
parable to the distance from the Turner Valley field 
to Calgary? 

I believe the average pipe line in the United States 
is longer than this line. The distanee will have some 
effect, but not, however, a great deal. The figure 

of 1% which I gave, is of course an average figure, 
and incidentally provides some insurance for the 
company in the event of a big line break occurring, 
and enormous losses, or say a fire occurs in their 
tank batteries, and a lot of oil is burned up. 

It forms a sort of insurance in addition to taking 
gare of the losses that occur in the necewsary 
handling of the oil. The line Losses which occur 
will not necessarily be ee Si a proportion. to: the 
length of thy Line. In fact, the majority of 
loss: is incurred in storage and in pumping rather 

than the actual physical transportation through the 
pipe line. Of course, there is a slight loss 
due to the tongen length of line. But tht is 


not the principle source of loss. t is of interest 
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in that connection also to state that the line losses 
in a given length of line will usually run pretty 
consistently regardless of tle amount of oil that is 
shipped through the line. In other words, there is a 
certain line loss inherent in a particular line, due 
to the peculiar circunstances under which the line is 
operated. I believe an anlysis of iir. Morrison's 
figures will show that the. line losses ordinarily 
ran between 20,000 and 30,000 barrels, regardless of 
the amount of oil that was being taken. 

Q MR. PRA'LGY: You are now referring to 
the figures on page 26 of iir. Morrison's report, 
which I wes going over with ir. Coultis tais morning, 
and which shows, starting with 1933 and running to 
1937, it runs from 21,661 barrels, which is the lowest 
@ctuel loss in 1933, to as high as, in’ 1936, 27,463 
barrels, and a percentage running. from - percentage 
of losses of 3-1/3% in 1933 to 2-2/3% in 1934, 2.85% 
in 1935, $.4% in 1936 and .98% in 1937, and .525% 
in 1938. what does that mean to you, vr. Boatright7s 
that in the year 1938 for instances, their actual 


experience is a line loss of one-talf of 1% , on 


their charge of 1) 


A That is correct. 
 Q Now have you any comments to make about. that? 
A That is a figure which, of course, is going to 


fluctuate from year to year, depending upon the 
amount of storage that is necessary and the various 
conditions under which the pipe line must operate. 
So far as I know no pipe line is allowed less than 


1% loss in the United States. That figure of .52, 
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the loss which actually occurred, as compared with 
the 1% loss charge during the first nine months of 
1938, shows tht qa profit was made because of line 
loss deductions. That line loss percentage, however, 
is a function of the company. 
I think, perh:ps, I want you to be sure your figures 
are quite right. . The deduction made was 1% on 
the crude oil, from the lst of September, but was 
2%,on the crude from the lst of January to the lst 
of September. That is what-you were aware of? 
Yes, ii knew that. 
It was 2% during most of the year 1938? 
Yes, but I did not make any statement on that. 
The experience for the first nine months was one-half 
of Lio? 
That, is: correct. . You will notice throughout that 
while the line loss remains fairly constant, the 
amount of oil that was shipped through the line 
changed between rather wide limitsse when a 
small amount of oil was being pumped through the 
line the line losses were much larger. That is 
as the volume of oil sent through the line increased 
the line Losses correspondingly decreased because 
of the fact the line loss is a more or less, constant 
figure disregai:ding things like fires and bad line 
breaks and something like that, which of course, 
is subject to the whims of nature. 
This is an essential procedure adopted by the pipe 
line company to protect itself against loss is it 
not? 


That is right. 
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They do not desire presumably to make any money on 
zu rag 

It is not designed as «= revenue producing thing. 
It should not be. The ideal thing would be that they 
Should only charge this for the year, if they were 
very accurate in their calculations, that would be 
the only charge, one-half of LG for a9S6r 

Yes. 

And they would be only charging 1% in 19377 

That is right? 

Because that was their experience? 

Yes. 

It is fair to them to say they do not want to ma ke 
money out of this pipe line adjustment account do 
they? 

That is not the intention of the account. It is 
Simply to provide for necessary losses which oce6ur. 
in the transportation of the oil, and to build up a 


fund to take care of all contingencies which may 


psc 


arise by virtue of the dangerous substance which 

they are handling. 7 hie Sa 

But they have been, and I do not say it in any 

unkindly way, they have been making a good dcal of money 
in the last couple of years out of their pipe line 
adjustment account? 

I believe Mr. Morrison showed the figures, yes sir. 

That essentially in the last analysis comes out of 

the producer at the well? 


That is correct. 


And I am wondering, if it is only protection that 


they desire, is there anything quite wrong about 


Dr. Boatright. 
-2374- 
requiring that they should protect themselves against 
loss like any other industrial enterprise, dndeav- 
our ing to protect itself against hazards of business 
by going to people whose business it is to take those 
risks? 

A \Weli it is possible that they might do it in that way, 
but there is this aiffioulty that would arise in the 
event they tried to do any such thing. It is-diffioult 
to estimate exactly what the pipe line is going to 
pump through the line in any given year. It involves 
an estimation of temperatures throughout the year, 
because the major poztion of the line losses occur | 
in tankage, and other things which are necessarily Se 
subject to weather conditions and furthermore the | 
rate for insurance of that type would be pretty ! 
high. , 

Q They could build up their own funds. ‘vhen I say 
insurance, they could perhaps build up their own 
fund? 

4 In effect, I believe that is what they did in this 
year for instance. They built up a fund, the 
primary object of which is to furnish them the 
type of insurance we are talking about. It simply — 

i 


means they are investing that in insurance in their 


own hands. 


sere 


Q Then perhaps I wes not putting it correctly. Then 
the question arises of whether or not the total 
accumulated fund in this pipe line adjustment account 
4s too much to reasonably take care of their probable 
losses? That is another way of putting it, I presume? 


I @o not know that Mr. Morrison has added them all up. 
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Bb That would involve an analysis of the figures 
themselves. ‘Jhat is the number of that chart? 

Q Page 26. On Page 8 of his report Dr.Boatright, 
you find that since the year 1933 - have you 
Page 8 of the report itself? 

A ITvhave here the exhibit. 


That shows that from the year 1933 to the end of 


x 


1938 we have about 114,000.00 . Up to the end of 
September 1938, it was »103,000.00 and there was 
an additional »11,000.00 %dd for the last three 
months. So that you have about »114,000.00 or 


@bout wll5,000.00 there. That is the accumulation. © 


pens Soi I Ai Hon RD Rl PAO 


That is the amount in this insurance reserve you 
might call it? 

vo Yes. And that would amount to somewhere about 
8 to 10% of the totel investment in the Pipe Line 
Account as shown here, I oun not say that is 


excessive for insurance purposes. It seems to me i 


se 


that it is ample, however. 
THE CHAIRMAN: “hat does that mean, 
elaborate that will you? 

Q UR. PRAY LAY: You had better deal more 
fully with thet, Dr. Boatright. You see we do not 


Know. we Have a total of 9115,000.00 in this fund, 


looking at it one way? 

A Yes. 

Q An@ we know what the experience has been to date. 
We could easily take iir. idorrison's dxhibit "26" and 
add up in dollars the total of those losses: 


ye) That is right. 


Q You heve never calculated that, iir. Morrison, have yout 
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You have the actual loss in barrels, but have you 


wor tian dollars in axhibar 2609 


lik. MORRISOLL: The actual losses are on 
Page 8 of my report. A net of ,46,000.00. 
MR. FRAWLsY: The way I am thinking about 


it now, we know what the actual losses were in 
barrels over that period? 

That is correct. 

&nd we compare that to the »115,000.00. Now in that 


event how would it compare? 


(Go to Page 2377) 
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4 I was not, when I made that statement T was not think 


ing of it from the standpoint of the possible pipeline 
loss occurring through just transportation lines, I was 
thinking of something such as a fire or something of that 
sort which might burn up their complete tank farm, amount- 
ing to about 127,000 barrels. 

Something which has not happened now? 

Yes. | 

But which might happen tomorrow? 


Yese 


‘Oo F&F © > © 


There, I do not know, you do not know and I do not know, 

is that something which might be covered by fire insurance? 

A It might be. 

Q Couldn't they get a policy against this fire, tempests and if 
floods and so on? 

A I imagine they could. I am not an expert on insurance. 

Q@ That hes not been looked eae and it may not serve any pur~ 
pose to speculate about it. I am struck, frankly I am, I 
am quite in the dark about it, why a company, when it does 
not start out to make any money in an enterprise of this 
kind, does not want to make any money in it, ends up with 
a considerable number of thousands of dollars every year, 
there is something strange about that, unless I have got 
quite a wrong opinion of it? 

A It seems to me that in the case of this particular company 
under consideration that that was one of the sources of 
profit for that company in the operation of a commercial 
pipeline. It is a part and parcel of the rate, the total 

rate which it was charging the producer for transporting 

the crude oil and if the company is made a public carrier, 


it seems to me that that is a necessary part of the consider~ 


ation for a rate base. 
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Q As fay as the producer at the well is concerned he may 


just as well say to himself that if the company delivers 
more to the Imperial Oil than it buys from the Brown 
Company, we will say, if that is the fact in any pare) 
ticular month or day or week, then the Brown Company 
might just as well say to itself "we have paid fifteen 
something pipeline rate"? 

A That is in fact what happens, yes. 

Q THE CHAIRMAN: what is your experience with 
other pipeline companies, do they not eiways deduct some~ 

| thing for evaporation and contingencies? 
A \Yes they do and 1% is the lowest that is charged for that 


purpose that I know of. 


& 


Yes. 
“the rate varies from 1 to a maximum of 3%, at least 3% 
is the maximum of whicen I have personally had any know- 
ledge, the lowest rate base being 1 or 2%, it is not un- 
common, it is the universal practice I should say so far 
as pipelines in the United States are conserned. The only 
point I was making in connection with the discussion was 
this that it is, if the crge is more than necessary to 
take care of the actual line losses then it does bocome 
an income producing thing, that is the only point. 
Q Yes, which might be true this year and quite wrong the 
next year? | 
A Absolutely that is correo%. 
There might be a distinct loss? 
Absolute, that is correct. depending primarily upon the 
amount of oii which is shipped. 


Yes, and acts of God and Lightning? 


Yes, certainly. 
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me So if you treat it as part of the rate then the pipeline 
company takes its risk, it is its own insurer? 

A That is right . 

Q And is the hazard greet? 

A Yes. 

Q Would it be hazardous insurarce? 

A It -is hazardous insurance. 

Q Calling for a high premium or not, because of the high tisk? 

A Yes; it is higher, it is much more hazardous than the 
nornal commercial undertaking, considerably. The material 
which is handled is highly explosive, very volatile, subject 
to Hite and of course lines are subject to sorrosion, corrod- 
ing out and things of that King. The pipeline business is 
much more hazardous than the average business undertaking. 

\] I might say that the line loss deduction so far as I know | 
is never included as a portion of the rate in the Gnisee 

States. mo 

@ Never inoluded as a portion of the rate? 
‘No, that is it is not included: in the rate base. The rate 
“babe as a general rule includes a possible gathering charge if: 
that is made and then the line charge and then there is pro=- 
vision made for a deduction of 1, 2 or 3%. when the pipeline 
‘takes the oil from the producer. 

a MR. FRAWLEY: That ie as a puYehaser Of Oil, As 


ie Hos, Drs Boatright? 


A Well no, I think not- The pipeline charges include a pr» 


vision for a deduction of 1, 2 or 3 depending upon the 
particular instance for pipeline losses; that deduction ig 


made when they purcnase the oil or when they take the oil 


from the producer. 


+ sq hn " $y 7 
Q, That is over and above the pipeline rate which is tn the 


tariff? 


ee 


A Over and above the pipeline rate. 
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Q@ I was calling your attention this morning, that we know 


in this particular company, that the deduction is made 

by the Royalite Oil Company and the purchaser of crude? 
Yes. 

And we also know in this case that the oil as soon ag it 
bogins to move out of the producers!’ tank it becomes the 
rpoperty of the Imperial 011 Company? 

Yes. 

80 that the Royalite Oil Company purely is andeavour ing 

to protect itself against that contingency, that it will 
not be able to deliver to the Imperial Oil Company's tanks 
in East Calgary as much as it takes from the tank of the 
Brown Oil Company we will say in the field? 

Yes. 

That is what it is doing? 

That is right. That is true of any purchaser, whether it 
be the Imperial or the Royalite, for this reason, it just 
so happens. that as a result of habit there has grown up 
in the United States in the oil buiness the practice of 
taking a deduction from the amount of oil in a tank at the 
time that tank of oil is shipped by pipeline, that is re- 
flected in the price of crude which the purchaser re- 
ceives. It might just as well have worked some other way. 
It might be that the 1% would be taken off the price and 
that the pipeline itself would then pay a lower price for 
the oil and absorb the difference at its delivery end; that 
might have been usually the way it was done but it didn't 
happen to be done that way. The practice grew up of ded= 
ucting a certain amount for loss which is inherent in the 
pipeline business and that loss is stood by the producer 


of the crude just as a matter of habit. 
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A That ie the way it has grown up in the United States and 
it is universal throughout the United States. It is a 
loss which the pipeline has to Stand, that is when the 
pipeline takes the oil out of the tank, stores it and 
transports it to the other end of the line there igs an 
inherent loss there and just as a matter of custom or 
hadvit the producer has to stand that loss; having the 
benefit of the increased price; otherwise he would have 
to pay, if it was handled some other way, that is what 
it all amounts to. 

Q If the Royalite Oil Gompany did not have any pipeline 
but was acting just as a service department of the Imper- 
ial Gil Refinery and used a fleet of trucks to go around 
to the various tanks in the Turner Valley and take the oil 
that way and truck it to the Imperial Oil refinery, there 
would of course be no, there certainly would be no pipe- 

line loss but there would be some more adjustments to be 
made, would there? 

A I do not know that I can answer that question too well, 
except by personal experience, that gasoline shipment, 
whereby the gasoline is gauged in the tanks of the truck 
and in that condition it is paid for at that rate, hut 
you must resember this, that the storage then is provided 
by the producer and the loss eccrues to him because of the 

fact that he has had to furnish the storage and hold that 
oil until it is shipped by that truck. In that case he 


— 


is paying it but he is paying it in.oil: instead )of mo ad 
cents. LE 
& I think so far as I am concerned we have been all around 


it. I do not think there is anything else, unless hir. 


Nolan has something. 
a MR. NOLAN: I was going to ask you, Dr. 


Boatright, if I might, you went out to tho Turner Valley 


aa 
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6 
and looked at this gathering system anda the pipeline 
system of the Royalite Oil Company? 

A Yes. 
What would you say, -ietor, as to the adequacy and 
the erfieiency of the present pipeline fscilities pro= 


vided by the Royalite Oil Company? 


A I think they are e-<cellent. 

Q You think they are excellent? 

A Yes. 

a You know something of the practices of this pipeline 
company? 

A Yes. 

Q You have studied that? 

A Yes, 

Q And we have heard much about it here? 

A Yes. 

2 Would you say that the practices of the pipeline depart- 
ment of the Royalite Oil Company were in accordance with 
standard pipeline practices? s 

A Yes, I would. 

Q In the United States? age 

A Yes» 

g You would say that without hesitation, Dr. Boatright? 

A That is right. 

Q Thank you very much. Dr. Boatright., you were discussing 
with the Chairman of the Commission the probability of the 
area in the Turner Valley which we have been discussing 
all these Gays, being fully drilled up? 

A Tes. 

Q Have you any figure that you would care to give us or 


anv estimate that you would like to make as to the number of 


new wells that would have to be drilled per year to fully 
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drill up this area, on an average, Doctor? 

I am not trying to avoid your question bub I do not 
believe that I can answer it. I wonder if you would 

read it to me. 

Here is the point, Doctor, you say the field will be 
drilled up? 

Yese 

In the future? 

Yes. 

It is going to have a certain number of wells? 

Yes. 

How many per year? 

Well I do not know that I can give-it to you per yoar «an-~ 
less you tell me the amount of produstion per year you 
wish to obtain. In other words the number, how long it 
will take, is a function of how much production per year 
you want. 

I suppose that is vight, but if we take 6,000,000 barrels? 
I belier: that Mre Davies gave a figure of 30 wells but I 
have not checked it and £ would have to. I would..be-gled 
tO a0 > for ou but I do not: bolieve IL can’ do 1% Off mand. 
I would have to do some figuring and I have not figured 
that. 

Would it be about right to say in your opinion it would take 
from 20 to 30 wells per year to drill up this acreage and 
maintain the present rate of production? 

THE CHATRNAN: The importance attached to the 
question would depend upon if the witness would take time 
to prepare his answer crohns hyn 

WITNESS: I would prefer to figure it and 


then I would be glad to answer ‘that- 
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Q MR. NOLAN: Yes, turning then to another 


thing, you have eliminated "storage" which we have 
heard so very much about? 
Yes. 


And you have given your reasons for its elimination? 


Yes. 

THE CHALRMAN: You mean new drillings? 

MR. NOLAN: | Beg Pardon? 

THE CHAIRMAN: When you said 6,000,000 barrels, 


did you mean new drilling? 

MR. NOLAN: Yes, over and above what we have 
got. There was a figure given by Mr. Davies and I wondered 
if Dr, Boatright differed greatly from it or if he could 
subscribe to it and perhaps that would be of some help? 

MR. FRAWLEY: You did nob. mean 6,000,000 more. 


You take it in 1938, 6,000,000 you mean to maintain that? 


MR. NOLAN: mg mast roadn 6,000,000 barrels per 
year. 
THE CHALHMLAN: I think we will take a little time 


and let the witness answer that. I would like to know the 
answer tc it, 

WITNESS: That would be quite a job and I 
would like, I would te glad to bring it in in the morning, 
because I would like to refer to records. 


THE CHAIRMAN: A AIM Bie he BOS eo or 
Mine NOLAN: When you sliminated our terminal 


storage and gave your reasons “or its elimination I think 
I understood you to say that that elimination was as the 
pipeline is being operated at the present time? 

That is sorrect, yes. 


That is vight? 
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Yes. 
So that if we find ourselves in the position of @ common 
carrier and taking production from other customers than 
the British American and itr. Plotkins, you might have 
different views about this terminal storage? ree oat 
Yes. I didn't intend to muke any statement that pipelines 
do not Sometimes furnish terminal storage. 
NO. 
But in advising ir, Morrison that it was my opinion that 
the rental charge which is being made now was not just- 
ified I had reference only to the conditions as they exist 
at the present time, 
Quite. Then you and I understand one another perfectly 
well. There are three customers of this line? 
Yes. 
On the basis of those three customers it iS your opinion 
that the terminal storage should be eliminated? 
That is correct. 


If in the future there is a change in the number of 
customers different considerations would apply? 


Certainly. 


Doctor, you told the Commission a few moments ago that these 


Lim losses of 1%#--- 


THE CHAIRMAN: Can we find oul. right theres 10 
may interrupt you? 


MR. NOLAN: YES. 


THE CHAIRLAN: what is the usual thing with pipe- 


line companies, some do and some do not you say provide 


terminal storage but in the main do they or do they not? 


In the main they do not «hon they sre aolivering ths cil yo 


the refinery. If they are delivering to anyone else, as a 
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general rule they do furnish Storage up te a reasonable 


aneun.. In other words if this pipeline were delivering 


to tank cars at the end of the line and for Shipment to 
customers at somewhere else or if they were delivering :0) 
a boat or a thing cf that sort it is perfectly normal fort | 
them to furnish storage for gauging and loading and they 

do that but where the pipelines deliver primarily to a 
refinery and ship right directly to the refinery, it is 


— 


not common for them to furnish the storage at the re- 


ell 


finery. It is common practice for the refinery itself 


ee, rane aA REIMETENS EDI 


to furnish that storage, which in turn furnishes the 
storage Tor the sheek gauging. ee 
MRe NOLS: Dr. Boatright, you were say- 
ing to the Chairman or the Commission that these line losses 
of 1 to 3% were the universal practice? 

Yese 


I think, I take it that has been fixed in the United States 


ie Sate, Boor 3%? 


Yos, they are fixed--- 

By what body? 

THE CHAIRMAN: Let him finish his answer, 

I do not think he had finished his answer. 

WITNESS: They are fixed depending upon 
the area and the conditions une»: which they happen to be 
operating, that is the figures,1, 2 and 4, they are used 
in various parts of the United States. 

But they are universally used because they have been laid 


down by some governmental body or utility board? 


They have been reviewed in a great many of the cases by 


public utility boards or interstate commerce commissions or 


something of that kind. 
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a) What is the interstate commerce commission? 

A It is a tody for the control of interstate com- 


merce; any common carrier in interstate commerce 
is under its control. 

a But it would have to be a common carrier beyond 
the confines of a particular State? 

A Yes, within the State,inter-state is wmder the States 
regulatory body which may or may not exist. 

G And which are usually callsd utility boards of one 
kind or another? 

A yes. 

by Part of whose duty it is tr review not only the rates 
of the pipeline, but the pipelines themselves, and 
the rates I take it which are being charged? 

A Yes, I imagine so, yes, I can say "yes" to that on- 
qualitiedly. 

Q What I am trying to get at, Dr. Boatright, and put me 
right if I am wrong that this 1 to % hus received 
some approvel? 


A Yes, it has. 


Q By some utility board in the States or by &@ number 
of them? 

A Yes. 

Q Quite. You were saying that you had had Some ex- 


perience of pipelines in the United States and you 
know something of the rate Sharged there? 
A Yes I do. 
Can you think at the moment of any pipeline opera- 
tion with a gathering system that is comparable to 
I mean by that, in mileage, Dr. Boatright? 


ours, 


i Yes. I can think of several lines. I believe I have 
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some records concerming lines less than 100 miles 

in length. 

I was going to ask you this, what is the usual 

rate permitted either by your inter-state commerce 
commission or by your State Utility Tribunal? 

I think they run from a minimum of, I believe TS¢ 

to a maximum of about 1777, 

Yes, and is that pi; eline transportation? 

Yes. 

What about the gathering charge? 

No that is including gathering charge. 

From about 73¢ to 1?4¢? 

That is about the spread. [ looked Over quite a 

number of reports and I believe that covers the 
Spread pretty well. 

In some instances, am I not right in saying that the 

rate as fixed by the inter-state commerce commiss ion 

is broken up into gathering charge and trunkline 

charge? 

Yes, you are right. 

Ané that ina great number of instances it is 5¢g for 

gathering and 10¢ for trunklines? 

That is right; there are several inStances in there 
that I saw that do exactly that. 

Now when you were discussing these pipeline losses 
Ethnic, I understood you to say that the figure of 
83,000.00 was ample, you said "ample" did you not? 
The figure was »114,000.00 I believe. 


Yes, but up to the end of the year. We had the figure 


nere of 383,000.00, 483,000.00 for the nine months period 


just t.king it on the nine months period? 
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A Oh I see, 

a) You know what I mean? 


fi 


Pr 2D pb 


Yes. 
AS was disclosed in ifr, Morrison's report. You 
realize of course by season of the deductions which 
have been made, that it would be very much less 
1or the year 1939? 
picks Raelens 
It would be reduced to a point approximating 
v25,C00.00 for 19392 
I bel ieve that to be about right. 
Would that be sufficient in your opinion? 
Sufficient for what? 
For the purposes of protecting the company in pipe- 
line los ses? | 
It would seem to me, in view of the reserve which has 
been built up that that would be sufficient, always 
pearing in mind that if you are forced to go under 


arate which is set by the Commission such as the one 


now in session--- 


Yes o 
That in the event your losses proved to te more than 


the figure which of necessity must be arbitrarily set, 
it would seem to me that any decision would of spourse 
include a right of appeal in the event that that 
proved to be too small. 


Yes. 
In other words that is a perfectly legitimate charge 


and you are certainly not entitled to lose on it, &nd 
it is not intended as a profit-making thing, either, 
it is simply 2 th 


they occur. 


ing to take care of losses if and when 
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& Quite so but in your opinion it wovld not be fair 


to the company to discontinue it at this print? 


A Oh no. 

., This pipeline loss of 1%9 /\ 

A No. 

Q Because there has happened to have been a profit if 
INL OO? | 

A Oh absolutely not, it seems to me that this par- | 
ticular charge as I said before is a part of the over- 

all profit of the company, of the pipeline company, 
in Spite of the fact that it is a separate charge for 
& separate purpose and it is put in there with the 
idea of protecting the company from these loSses and 
it is not the intention on the part of the company to 
make a profit on it and on the other hand you are 
certainly entitled to making that provision to take 
care of any possible loss and it seems to me that 
that should be a part of the consideratiun of the 
Commission in setting the pipeline rate. 

Q Anu in fixing the rate for the pipeline, Dr. Boat- 
right, is it your opinion that this Commision should 
take into consideration what the profits of this 
company have been on ies p* line operations during 
the last few years? 

A Wo, I feel this way about it, it seems to me that up 
until now your pipeline company has been an individual 
profit-making institution, a portion of the company 
and the fact that that was a profit-making business does 
not mean a thing to me, it was a perfectly legitimate 
undertaking and the mere fact that book figures show 
that equipment nas or has not been paid out in my 


estimation makes no difference insofar as setting the 
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15 
rabe is concerned. That profit accrued ava it is 
there, It is past. The company was entitled to 
make it ami regardless of whether you made 50 ¢ 
& barrel profit or 10¢ a barrel profit and charged 
it all to depreciation of equipment and paid the 
equipment out four or five times, or whether you 
only depreciated your equipment with l¢g and called 
the 2<9¢ profit, I do not believe it should have any 
bearing so far as setting this rate is concerned. 
It seems to me that a proper pipeline rate depends 
primarily upon the value of the property and the 
life which it is expected to lead. Now that val ue 
may be determinsd in several ways and I feel that the 
only necessary concession insofar as its profits are 
concerned, is that we should take into consideration 
a reasonable deprecation on those properties which is 
set for the future as weliies for the past at this 
time and that that should be the basis cf the rate, 

i, Yes - 
The profits which have been made in the past are of 
no importance in that respect. 

ay Ané following that to a conclusion, Dr. Boatright, if 


the company had made losses in the as it sabithe LS not 


PEDERI 


ee ae to recoup itselt ebm any aces vase. 


A met is correct 


Niemen 


1 follow one way as the other in your 


i) I mean wey would 
¢pinion? 
A That is my Opinion, yeS>» 
MR, WOIAN: tT wonder if I might ask my 
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WR. FRAWLEY: No except insofar as he 
has now commented on it because he does not think 
the idea of taking a (Bahama coy a 10 is righti 
MR. NOLAN: No, But will Dr. Boatright 
talk about that Later on. How will that discussion 
arise perhaps. I might inform the Chairman that Dr. 
Boatright has been reading this report and has ex- 
amined it I think with great oare. 
WITNESS: That is correct. 
MR. NOLAN; And probably has something to 
say about it. I wondered if he intended to do that 
now or later or at all. 
MR. FRAWLEY; No, I do not think he is intend- 
ing to say anything about it. I intended to ask him a 
question which may probably lead into cit. 
MR. NOLAY: Perhaps you might do that. 

Q THE CHAIRMAN: Just before youtouch that re- 
port, you say that the profit or losses should not be 
taken into account in fixing tie rate. 

MR. FRAWLEY: I was going to ask hint eee 
that too, Nt) 

Q THE CHAIRMAN: But do you be lieve in amortizing 


the line and depreciating it until it is all paia out? 
A Yes;- and I might--~ 
You cannot do that with losses but you can with profit s. 
A No, but you can do that in arriving at the present value 
of the plant, regardless ov whether you made a profit or 


not. Maybe I had better explain what I mean. 


Q Please . 


In arriving at the present value for rate-making purposes 


b- 


we have opened to us several channels, one which has 


been subdivided by the two sets of accountants, I under- 
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stand Mr. Morrison has presented one method that is 
by setting up a reasomable future life of the field 
and seeing this equipment was ~cuaht. back here at 
certain intervals and that we reasonably assume that 
that is going to last whatever the life of that 

field is, therefore we will,sir, allow depreciation 
off that equipment each year up until now in order 

to find the true value at the present time. | 

Yes. 

That is setting then a reasonable rate of depreciation 


over this whole life of the utility. New that in my 


est imatton--~ 


Starting from the very beginning? 

Rignt. Right at the very beginning and taking the 

cost price of that equipment and only the cost-price 

of equipment which is now in use and not discarded, 

For instance, the particular instance I have in miné@ 

is the 6" loop woich was put in and then was taken 

out and is one of those losses to thie you refer.» New 
the eee at the poe eone time and 


arse 


therefsre I th ink that ee ge eliminated from our i/ 


twa 18° nose in 


hookkeeping but je ioe eonee sane Begone in 1925 and 
that pump a operating now end is in good condition 
and can be expested to last the rest of the life of 
the field, and suppcsimg we assume the life for the 
field of 20 years from right now and that pump is 
already 13 years old, then the total life of the 
fiela@ wevld have »een 33 1/3 years and that pump as 


of now woulé have been depreciated 3 1/3 times 13% 


i its vai rig ht d then in the 
to arrive at ite vaiue right now an 


future would have a depreciation at that same rate, 


and to me that is the Poe ay and the most correct 


sth EL An semana an LIRICA IS CN ttre: 
a 


=i 
Saat 
Woe 
a aes) 


ne 


ee 
Py i 


a 


a) 


ye 


eh a 


Dr. Boatright ~ oBgax. 


0-4-5 
18 


may of poe ane at a value of the property fo rate- 


Soe” 


ma ing purposes. The re is another method of acing 


that same thing which I understand the other ac count — 
ants will present and involve minor or 4 ifferent 
accounting methods in arriving at that same thing. 
Then there is the other method Whe re sy a CRMs Se 
valuation of the ee ice system is race! Dy a com= 
petent engineer and I understand that, in fact I 
know that is what the Royalite have presented as 
another alternative or will present as another al-~ 
ternative. Now that takes the real physical value 
of the equipment right now as being the base for 
rate-making purposes in the future. Of necessity 
athing of tit sort is the result ‘of the engineers | 
Opinion and it does not take into consideration any- 
thing that has gone in the past. We arrive right 
here with the presens value and if that estimate is 
good, that is ths prosent value based upon replace~ 
ment at the present time but it does not take into 
consideration the inherent srrors of the past which 
I think should alse apply. In other words we, our 
future is uncertain and we come +0 this particular 
roint, now it is just a question whether you want to 
say "well the field's life is ¢3 years" or "the 
field's life from now on is 20 years". If you take 
that stand then the present value of the property bead 


ee 


should be An eas ee a, ue he pS eS is eae 


or th ee 


_prcper basis to take but if you say the errors oe 


the future showld also, ought to be applied to the 


past, in order to level the thing out and make it 


uniform all the way through then the method I am 


suggesting is the one which should be used and that 
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is the one which I think is the fairest, to take 

the life of the equipment, determine it to whatever 
point we feel is safe and depreciate it on its straight 
line basis throughows, that is my opinion of the 
fairest way of doing it:. 

Q Now that being so, have you ever considered the 
value,- the first thing you say, that is ona eost 
basis? 

A That is on a cost basis. 

Q Have you considered the life, not the life of the field 
now but of the equipment? 

A Yes, I think that lr. Ooultis himself made the state- 
ment that you see as it wears out and has to be re- 
placed that is charged to operation, therefore the life 
of this pipeline is indefinite and will cover surely 
the life of the field amd the additional cost necessary 
to keep that up are thrown into operating expenses any- 
way and are therefore accounted for in your costs for 
rate~making vurposes. 

W Let us assume that this pipeline has been in existenoe, 
the system has been in existence for 1C years and dur- 
ing that period of time the pipeline company had de- 
preciated it up to say 10% per year? 

Year. 
If they had put that into a fund each year, a depre- 


cat ion fund, at the end of the 10 years it would have 


peen fully paid for? 
A That is correct. 
(ey Over and .pove whatever profits or losses they may make 
in operation? 
A That if right. 


ee All right. You are ealled on at the end of that 1€ years 
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knowing those facts? 


Yes. 


‘To strike a rate, in considering what their profits 


would he, would you take the Varo oeeaes value of 

that line and start from there, just as though they 
had not got all their money back? 

No, I would start from scratch and let us assume that 
we have an additional 20 years on top of that 10 years 
and I would say that the life of that equipment, we 
are now at the end of the 10 years and have 20 years! 
life I would say this, that the proper method of arriv- 
ing at the present value at the end of 10 years would be 
to take that 20 year period, divide it into 100%, and 
that would give you 3 1/3 depreciation in a year, ee 
dn fact I would take 1/3 and 2/3 the cost of the 
original cost of that equipment and say that is the 
present value now because of this fact, Supposing that 
they had already set aside in a depreciation fund more 
than enough to amortize that equipment up to now but in 
daing that in their books, because of a poor bookkeep- 
ing system, they had actually shown a loss--- 

Yes. 

Then in that event they simply made a wrong charge in 
their books. They actually got the cost of that 
equipment back and yet their books show it was alt 
applied against depreciation and none of it went. into 
profit, where as as @ matter of fact the whole thing is 
profit, It is just a matter of bookkeeping, what they 
did with it. 

I.8@C. 

And it does not sesm to me that should be considered. 


So you would start from the moment that any capital in- 
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vestment was made? 

That is right. 

And so on? 

And depreciate thet up to the end. 

Yes, you say you would depreciate it roughly from the 
time the first capital investment to roughly 19 years 
from now? 

That is right. 

MAJOR LIPSETT: Let me put an extreme case to 
you, Dr. Boatright, supposing that, because the life 
might be considered very uncertain. 

Yes. 

Suppes ing that, take in 1938 or 1937 the company said 
"well we will fix a rate that will give us 100% on 
our capital outlay on a new pipeline this year". 


Yes. 


(Page 2398 follows) 
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And they put in that new pipeline? 

Yes. 

Fixing arate so that it will pay that off 100%, shoula 

we take that into consideration in fixing a rate or should 
we say that it Was really profit, was a capital investment, 
and that we should take that now and repay it a second time 
over these next fifteen or twenty years? 

My feeling is this, that regardless of how much money they 
made in that particular year they only properly suffered a 


certain percentage of depreciation. Undoubtedly, they ma¢e 


lots of money but, after all, the application of that money 


to amortization of costs is purely a bookkeeping procedure. 
and if their bookkeeping procedure was faulty I do not 
believe that they should be penalized for it now when we 
come along to making a rate. Supposing they made enough 
to pay up all the equipment which they had in any one given 
year, actually that equipment only suffered a certain amount 
of depreciation during that year and the rest was profit. 
Now, regardless of what they call it..... 

I am putting it to you from a slightly different angle. 
Supposing the viewpoint was taken that the life of the 
field was so uncertain that if they embarked upon this, 
which must have been a very speculative venture from that 
point of view? 

Yes. 

That they would only embark upon it providing they covuld 
fix and charge a rate in this hypothetical year which would 
give them the whole money back? 


Yes. 


And that that rate covered mot only the earriage of the 
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oil but covered the whole of this new pipeline and which 
had been charged to the producer, should we not take that 
into consideration now at all in fixing a rate? 

A i think not, unless at the time that rate was set it was 
under the same condition as itis now. In other words, 
had a Commission-set it on that basis then I would agree 
With you but, after all, that was an individual company 
Operating at that time and we have no way of knowing what 
their ideas in back of setting that rate were. Fhe fact 
remains they did set a rate which may or may not have 
amortized their investment up in that year, but, nevertheless, 
at that time that rate ~as not set by and given the authority 
of a Commission. Had they pleaded that ease before a 
Commission and the Commission as a result of that pleading 
had set that rate for them then I would agree with your 
hypothetical case, but if it were a private company that 
set the rate without any interference by @ Commission in 
any way, then it was just a motter of that company making 
its profits, whi ch conditions enabled them to get, and in 
Soite of that fact they only had a2 certain definite amon 
of derreciation, «nd coming now to a consideration of that 
caipany it does not seem to me that it is right to say they 
did suffer more than that certain amount of depreciation 


during that year, regardless of what their profits were. 
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MR. FRAWLEY : In other words, if the circumstances 
were that in 1936 this company had gone to the Public 
Utilities Board and ifr. Carpenter had looked at your 


Scheme of arrangement ahd had put his approval on the, 


Whatever it was at that time, on the 224¢, and then h¢& 
“had.similarly approved the 173¢ gnd the JAg-et those 


different times, and we still had to face the task to-day 
that we are facing, you would give them nothing at all for. 
amortization? 

Maw Vsori ent. 

if that had been the case, and everything else being the 
samé, you would say now to ir. Morrison and this Commission 
that they should make no allowance whatever for amortiza- 
tion. But you say the cireumstance simply was that they | 
did not go and nobody took them to the Board at that time 
and they made a charge as they saw fit and which we now 
know and you see was one that made Dig profits Tor theme. 
THE CHAIRMAN: There is no magic in the Board doing 
it. That is only on the supposition that the Board in 
fixing the rate would be amortizing, would be giving them 
back the capital invested over a period of time fixed by 
that Board and when that time had expired, from then on 

it would be what would be a fair charge for the service 
pecause the Borrd might arrange that the capital be returned? 
Yes. 

MR. FRAWLEY: ' I merely meant that the Board would 
then have to approve of an amount for amortization? 

weg. That is, in effect, all it would mean. 

as the Chairman says, it is the company doing it. Itis 
the company amortizing its investment? 


Yes. 


And you say that the circumstance, if that is not too light 
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a word, the circumstance of the Board Weing there to 
approve that campany amortizing that investment, that 
would make all the difference, in your opinion? 

A Yes, sir, because of the fact then the price that is paid 
for that barrel of crude includes a certain amount for 
profit and a certain amount for amortization. And that is 
the basis on which they get that price. 

Q You say this expression of getting your money back is at 
best a colloquialism? 

Yes. 
It simply means that the company's profits have been over 
the period under review in excess of the capital investment? 

A No, it does not mean even that. It simply means this, 
that through faulty bookkeeping the profits are not the 
correct amount. A certain amount has been set aside, 
an improper amount has been set aside for depreciation 
of the capital investment and if that bookkeeping system 
is wrong it does not seem to me that the company should be 
penalized. 

Q This company has divided their exeesscf gevenue over 
expenditure into two things, some profit and some amortiza- 
FLOR? 

A Yes. 

They have been all wrong in the amount they have put inte 
the amortization account? 

That is right. 

But that is all previous,as far as you are eoncerned? 

Yes, sir. Except that the small amount of amortization 
expense, which I think is right. 

THE CHAIRMAN: Why does Mr. Morrison start five 
years from the beginning? 


MR. FRAWLEY: Five years? 
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THi CHAIRMAN: It is five years. 
MR. FRAWLEY: In fact it is eighteen. His five is 


A 


eighteen and his ten is twenty-three and so on, because he 
goes back thirteen. He goes five forward and thirteen back 
each time. 

You say that is the system you, in any event, would 
endeavour to have and is that what Mr. Morrison has done? 
Yes. 

But it will enter into the rate now? 

Absolutely. That is one of the things that occurred that 
they are not entitled to take into consideration any more 
than we are entitled to take into consideration excess 
profits. 

TO put it another way, if this were an application by the 
Royalite Company to this Commission to approve of this 16¢ 
rate, assume that is what it was. They would say to the 
Board, for easy figuring, "We want 5¢, because that is what 
itvucosts us’ to operate.” “The: Board, \imstheir: opinion, 
would say "Yes, we will let you have that"? 

Yes. 

And if they say "We want 5¢ more because we think that is 
a proper return on our investment” and the Board would say 
"Yes, you can have that"? 

I might not agree on the amount. 

Whatever that figure might be. And the other 5¢,they say 
"Je want that because we want to amortize our investment." 
It would not shock you at alk. You would not tell them to 
get out because they already had their money out? 

Yes, on the principle that..... 

I mean that now in the light of this experience there is 


nothing surprising that this company should come to this 
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Board and ask to be permitted to make an annual charge to 
amortize their investment? 

[ think so. 

Bven though, as we may describe it, the investment has been 
completely amortized? 

By faulty bookkeeping. 

You say that is just faulty bookkeeping? 

Yes. 

Some went into profits and sane went into amortization? 
‘Yes. 

TH. OCHATRiAN: Well, would it then at the end of 
nineteen years be fully amortized? 

Yes: 

At the end of the nineteen year period if they wanted a 
rate then would you start all over again? 

NO STs 

LR. FRAWLLY: What would you do then? 

after the amortization is all done, it is just Cheimrcosus. 
LR. FRaw Lay: That is how it works::.sin other 
words, just to follow it out, if this Board takes any one 
of these figures, any one you like, and we run that through 
that ten or five or twenty years and we find there is still 
a good line there and Mr. Coultis is still pulling oil 
through it. Therefore, he has to ask for another rate? 
Yes.. 

There is no more amortization charge. That is the end of 
amortization? 


Yes. 


TH: CHalRiiiN: It would make a terrible difference 
in your view of the circumstances if there was no Board in 


the beginning to fix a rate, including depreciation? 
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I feel this, that the profits that they shay because of 
their bookkeeping system were faulty. I do not feel it is 
right to penalize them for that reason. 
MR. FRAWLEY: But supsose the Board had looked 
over this thing? 
Buoveche Board did notedo 1%, 
But if the Board has done it in 1926 and saw that as the 
way you see it, and they had done it that way, then you 
certainly would not give them another cent of amortization 
now? | 
No, absolutely not. 
If they had gone cn in their own comfortable way, 
committing this error in bookkeeping, you say we are going 
to review it all and put the depreciation where it should 
be and the way Mr. Morrison has done it and project it in 


the future, when that period is finished that is the end? 


And then the charge woild be, as the Chairman says, some 
coerating costs and return on the investment, but no 
amortization’ 

Mat. is right. Well, the return on the investment would 
ba amortization. Oh; ne. 

You would still have return on the money? 

Yes. 

TH: CHAT RMAN: Well, it is an interesting view. 

As I understand you, if they put aside 10% depreciation, 
that is, they of their own free will put aside 10% for 
depreciation and they made 60% profit as well? 

Yes, sir. 

Would you sey "Well, we must not let them suffer for their 


error. We will give them 58% profit or whatever it may be." 


That. 1S rigkte 
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Q 4nd the rest*to go to depreciation? 
Yes, sir. 
MR. FRAWLEY : Mat 4s it, “exactly. 
TH: CHAIRMAN: © Well, I understand it. 


Q MR. COMMISSIONER LIESETT: But supposing, Dr. Boatright, 
to puta ese which has never even been suggested 
in considering, as we are bound to do the present rate to 

charge, that it was proved to our satisfaction that the 

rate charged, - this is entirely Eee cencin and not even 
a suggestion that this was done ~ but supposing we found it 
was the case that the rate charged was three times too 
much in the past and that that overcharge was used to put 
in a seconca line.. Does your view go as far as:to Say that 
we should not take any consideration of that at the present 
time? 

A Mec. wir, for this reason. I feel-that up till “now that 
company Was primarily a-profit taking company. It was not 
subject to regulation of any Board and were not in the 
position of having to justify these charges except by public 
demand. In octher words, the. public was not forced to pay 
that price. It was a price which was set for themselves, 
for those services, and they had a perfect right to do that. 
If the public thought that was too high, the public had a 
perfect right not to ship oil through that pipeline. They 
did ship the oil through that pipeline at the price which 
the company hed set and it does ssem to me that in 
setting a rate for the future and arriving at a present 
value, that what those profits were are of no account at all. 
That they were things that arose by means of that particular 
business and regardless of where the profits went, whether 
they were placed into amortization Or Investment. Ox ia 


went into profits, it coes not seem to me to enter into the 
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problem of arriving at a proper present price for the 
future. 

THS CHAT RMN: The distinction iw really as to 
Whether or not thet 10% annual deprecietion was set by a 
boord on set by: the company itself? 

egw Vet Th, 

If set by a Board when the company first set it then you 
would say they would not be entitled to any amortization? 
Yes, because to justify that rate they would have to bring 
evidence :-of the Life of the field and arrive at the life of 
the field and it would be the basis of that amortization. 
It would be the same condition then in that case that they 
will be in nineteen years from now if we adopt the plan we. 
suggest. 

bi.  ERAWLEY ; I suggest this may be said in fairness 
to the company, if it had been set by a Board perhaps there 
would have been some way of the Board checking up to see 
how wrong it was and it would call them in again, perhaps, 
and change the rate? 

There is the further point that illustrates very nicely 
what I am talking about. - A percentage or this soe. bled 
orofit was t*ken out of one pocket and put into the other 
in the ease of Royalite. It does not make any difference 
but it illustrates the point which is purely, this profit 
and amortization, it was purely an arbitrary thing as far 
as the company Was concerned. As far as at least 70% of 
it was concerned, it was just a matter of shifting the 
aceounts around. 

iiR. FRAWLEY: ahere do you get the 70%? You mean 
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Noe; The) Rovyalite ini. . 

Oh, the share of interest in the Royalite? 

Yes, 

You said a moment ago that had been charged to the public, 
this rate. In point of fact it was the Imperial Company 
that was paying almost wholly 100% of the rate until just a 
matter of a few months ago? 

Yes. In other words, this just illustrates the point I am 
makireg, it was faulty bookkeeping. 

MR. COMMISSIONSR LIvSiTT: Does not it extend further than 
that? One of the things We are asked to enquire into is 
Whether these existing pipeline facilities result in an 
unwarranted control of the price of crude petroleum or 
refined petroleum products. | 

You suggest that it makes no difference because it is only 
a matter of between one pocket and another. But supposing 
instead of $800,000.00 there was #5,000,000.00 profit taken, 
would not that have a serious effect on the PrANCE WOE 
refined petroleum products in the Province? 

Ti ivou ld. 

If the rate right now, if the 15g rate is too high 

it is having an effect on the price? 

Not necessarily. It will have an effect on the price that 
is paid for the crude. 

And the ultimate cost of the refined product? 

Oh yes. 

Supposing we found that the rate Was very substantially 
excessive and that the existing rate was used for the 
purpose of extending its control or extending its pipeline 
system, don't you think we should have some regard to the 


realities of the fact that possibly no competition could 
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ever arise? 


A No, 
Q Or do you just say we perpetuate it even if we found it 
wrong? 


A No. wWe would stop the abuse. Stop the abuse, by all means. 


& THE CHAIRMAN: It is just too bad no one intervened 
before. 
A No one intervened before, although the authority was there 


to intervene. In other words, it seems to me what has gone 
on in the past was open to public investigation if the 
publie felt it was needed, and they did not feel it was 
needed. The company was allowed to go ahead. Now, we come 
along this time and we say "We are going to stop this bad 
practice and we are going to protect the public ee the 
future. We are trying to arrive at a reasonable basis for 
giving you a proper return on the money which you have 
spent in this field and you have snent between one million 
and two million dollars in equipment." 

MR. COMMISSION@A LIPSLTT: But whose money, ex-hypothesis? 
well, it might have been their own money or it might have 
been somebody else's. It was out of profits. 

q On the hypothesis that I was putting to you, which I wanted 
your opinion on, the hypothesis was that this money was 
received out of a rate, which we Will presume for this 

purpose was too high? 

A Was too high. 


And taken from the producer? 


A Surely. But I look at it from this angle. The rate was too 
high. Whether i+ was 15.00 or $10,000.00 or $1,000,000.00, 
the amount does not matter. But in considering that the 

rate was too high there were two ways open. In the first 


place the producer did not have ta ship the oil through 
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that pipeline if he did not want to. And if the public 
thought it was too high they could have had an investiga- 
tion at that time just as well as they can now. The eens 
is a commercial company interested in making a profit and 
the greater profit they can make the better satisfied they 
Will be. They are in the business for making a profit. 

All three people involved had recourse in the event they 
thought it was unfair. Now, they did not take advantage of 
it. The public did not apnoint a Commission; the producer 
went ahead and shipped through the pipeline, although he 
was not forced to do it, and the comnany taok the vrofits. 
That was the business they were in. Now, therefore, the 
publie comes along and says "You shall not be permitted to 
do that any more.” Now, we came to what is a fair rate for 
the future. JDuring all this abuse time there was a certaiz 
amount of engineering depreciation that went on in this 
equipment. after all, it is the engineering I am interested 
in. We come in here and say "We are come here and we are 
right here to see what is the value of this property for 
rate making purposes in the future. You have abused your 
privileges in the past but we are going to go over the 
whole thing and in doing that we have to set a fair rate 

for the future, still it means going into the value and 

the rate for operatins, maintenance, return on investment 
and amortization.” It seems to me we are primarily 
interested in setting a reasonable rate throughout the life 
of the field and saying "You will, therefore, go ahead on 
that basis." And that is the angle I have in mind in 
answering your question, regardless of whether the amount 
was $10,00 or 310,000,000.00. 


Suppose we held, or thought that the existing 15¢ rate was 
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fair in the past and that as a result of that rate there is 
another seven hundred or eight hundred thousand dollars of 
capital invested last year earned out of this 15¢ rate and 
put back into the business? | ) 
Yes. 
Would we then have to on that hypothesis, should we increase 
the rate above 15¢ to take care of this seven or eight 
hundred thousand dollars of profits already acquired out of 
the 15¢ rate and plugged back in? 
Yes, 1. think so. Jf it was capital invested. 
TH. CHATRMAN ; You say they put their money in there 
Just as though they had never gotten it from pipeline 
operation? 
ea 
it Was theirs? 

their 
That is/money. regardless of where they got it. If they 
invested it in a capital investment they ar® entitled to a 
reasonable return on it from the time it was put in until 
it is througk. 
Regardless of the source of the money? 
I would feel the same way about it if the money were stolen 
from the Bank, if they put it in there it is a capital 
investment. Certainly, any capital investment from a 
business standpoint is entitled to receive a fair rate of 
return. 
tiR. FRAWLEY: That is consistentey at least. 
[R. COMIISSIONIR LIPSETTP I do not think you would like 
really to put it as far as that, because in that case rlbe 
it were stolen from the Bank, as you say, »nrobably the 
people who owned the money would be entitled to go 
after it and get it back? 


Yes.oor the man that took it. 
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Without putting it so far as being stolen, Might there 
not be a similarity that the people who provided this 
money, through, ex~hypothesis, excess charges, the last 
year or two, haven't they a claim to sae consideration 

ar do you think not? | | 

No, I feel not. I did not mean to be facetious. 

No, I am sure. 

THS CHalRMAN: Would you say there is m such thing 
as an excess charge where it is a matter of private treaty? 
That is my feeling. 

MR. COMMISSICNSR LIPSETT: Not where it is eapital or where 
it is a case of a nowerful organization being able to put 
in this pipeline that nobody elsé could put in? 

Up till now, yes. Vhat is the way I feel. Now, in the 
future that is a different story. 

I understand that. There are just one or two other points 
I want to ask you about before you go. It is in reference 
to some evidence you gave on the question of this prop t 
and loss arising out of the funds of the pipeline loss. 

We had on page 8 of Mr. Morrison's account, which I think 
you have there, Dr. Boatright? 

Yes. 

We have the losses shown to the fund in the years 1933, 
1934-5? 

And 1936. 

A very small one in 1956? 

That is right. 

Would you look at his page 267 

Yes sir. 


For those three years, 1933, 1934, and 1935, to begin with? 


Les. sir. 
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Take the year 1938 first. The deliveries to gathering 
System, products from-which a decuction for line losses 
was made? 

Yes sir. 

As set out as so many bapreies 

Yes sir. 

And then there is a line "Products from which no deduction 
for line losses was made." 183,559 barrels? 

Yes: sir. 

Now, would there be losses on that absorption. naphtha, of 
which there were 183,559 barrels? 

If that were shipped through the pipeline there undoubtedly 
would be. But you remember when Mr. Morrison was talking | 
about this sheet he stated that up until the beginning of 
1937, I believe, that no deduction, no account was kept 

of the line losses. The Rovalite just took the oil and 
made the deduction all right from the field, but there was 
no accounting for those line losses so far as return was 
coneerned. The extra oil went into the refinery and 

there Was no eharge made for it. 

The Imperial took the losses up until 1956? 

Yessir, 

What I was getting at, on the actual loss, would the fact 
that no deduction was made in the case of absorption 
naphtha, would that explain the losses in the earlier years? 
Well, it very possibly did. It might have. 

In other words, we have the figures that when the charges 
were made in 1937 and 193 there was a substantial surplus? 


Yes. 


But before that there was a loss to the fund? 


Yes. 
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I was just trying to get from you as to whether the 
explanation of that earlier loss was owing to the fact 
only part of the product went through the pipeline and 
gave this deduction? | 
I did not analyze that before and I have not made any 
calculation in that respect. I shall be seine CO that 
to-night, and answer your question in the morning. 

MR. FRsWLEY:. Mr. Morrison telIs me he can answer 
that for you. 

MR. COMMISSIONER LIPSHTT: There is just one other thing 
that, perhaps, you would tell us in the morning toc. 

You told us about these terminal charges at the Turner 
Valley end and that they were properly included in the 
pipeline rate. The gathering charges? 

Yes. 

At the Turner Valley end? 

Yes. 

I would be glad if you would give us the benefit of your 
expcrience as to the other end, that is, at Calgary - 

the practice in the States sunposing that delivery is made 
to one, two, three or four refineries at this end, at the 
refinery end. What would be the practice? 

They make no charge. There is no charge. They do mt 
furnish storage at the refinery. Their lines lead right 
into the refinery, right to the refinery tanks,and it goes 
into those tanks and it stops there. There is no further 
charge in that event. If, however, it goes in a tank and 
is shipped, they do make a so-called loading charge. 


But if it is to the refinery they Aeliver it, direet to the 


refinery? 


Free of charge. 
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15 
Dr. Boatright. ore 
Q For the pipeline charge? 
Yes. , 
Q Would you apply that then as between the Imperial'ts om 
refinery here in Cal gary and the Lion O41's refinery in 
) Calgary, as to what the principle would Wee 


A Well, in that particular case, there is an extra pumping 
goes on, The oil is shipped from the field through the 
Royalite's lines and into the refinery at Calgary, into the 
[Imperial Refinery, for that 15¢ charge. That puts it one 
the refinery at $1.35. Now, at the time the Lion Refinery 
wants any oil that is taken out of the Imperial's tank, 
put into a pipeline by the Imperial and pumped to the Lion 
Refinery, for which a charge of 6¢ is made, which, 

\ presumably, covers the transportation charge plus the 

) necessary storage charge involved in that oil. 

Q Well, the practice in the States, which you have been 
accustomed to, would it be done that way or would there be 

separate lines to each refinery? 

A Ordinarily there would be a separate line into the different 
refineries; providing the Lion Refinery had storage 
facilities, then in that event the line ordinarily would 
lead into the refinery if it was available, and did not 


involve laying another extension of the pipeline some place. 


Q, Of course, we do not know, because we have not got that 
far yet? 
A No. 


(The Investigation was here adjourned to be resimed 


10:30 A. M. January 19th.) 
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